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Budgetary Control 


A series of three lectures to the Australasian Institute of Cost 
Accountants, N.S.W. Division 


BupGetT RESPONSIBILITY 
By A. E. NEwcomsk, A.C.A.A. 


Budgets and Budgetary Control, like most subjects within the field of 
Cost Accountancy, may be approached and dealt with from many angles. 
For my talk to-night I have chosen the sub-title “Budget Responsibility.” 

Under this heading I will deal with the personnel factor as distinct 
from the actual records and statements involved. Text books and 
articles on the subject invariably deal extensively with the actual 
statements—their design, together with a treatment of their contents in 
detail. The Budget, as we see it presented for treatment within these 
limits, is usually accepted by most people as a statement of money 
actually spent against money anticipated being spent, and nothing more. 
But, is it not an expression in monetary terms of all those things which 
are necessary to enable us to achieve high efficiency in production, in 
the modern sense of the word, namely, organisation, clear understanding 
and co-ordination of effort? In these we have the real work to be done 
in solving the problems of Budgetary Control. As an analogy, to allow 
our thoughts to go no further than the Budget statement itself would 
be like studying a set of detail drawings of component parts to be 
manufactured, without the accompaniment of considerations regarding 
the application of the firm’s plant and equipment and organisation to 
their production, and most important of all, the persons to be responsible 
for the many functions to be entailed in the execution of the work. 

Yes, as in engineering, the technical or academic side of the subject 
of Budgets is given great prominence, but the practical or working side 
is very often neglected and unplanned. 

By applying the same theme involved in our analogy in a somewhat 
similar way to Budget you have clearly my approach to this important 
subject, namely :— 

1. How is the Budget to be applied to achieve the most effective 

results ? 

2. On whose shoulders will the responsibility rest for— 

(a) The preparation of the Budget, and 
(b) The alignment of actual performance with the Budget. 
3. The personnel factors involved in the approach to Budgetary 
Control. 

With the limited time at my disposal I intend to deal mainly with 
some of the personnel factors which should always be kept well in 
mind when planning a campaign of effective Budgetary Control. 


A 
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The Budget 


First, let us take a broad look at the Budget. It is usual to prepar 
the Budget on an annual, six-monthly or monthly basis and it is, of 
course, closely tied up with the Sales Budget, which in turn gives 1 
the anticipated cost of production. 

Right from the beginning it is desirable to spread the responsibility 
for the Budget as widely as possible—it should stretch forth into every 
department and activity—and the ideal would probably be for even 
individual who is in the position to incur expenditure to have to prepare 
his own budget. 

The value of decentralization here cannot be overstressed—we should 
recognise that even a foreman or a charge-hand in signing a requisition 
for material or labour is drawing on the firm’s resources in precisely 
the same manner as a higher official signing cheques. 


The Field of Operation 


With this in mind, let us now survey the field of operation for ouf 
budget. For the purpose of our talk, we will take an engineering 
production unit. Within such an organisation we have the division of 
functions together with their respective prime purposes, as follows :— 

1. The several Production Departments—to conduct production to 

specification and maintain production programme. 

Design and Development Department—to design to specification 
for production. 

Engineering Department—to select, design, manufacture and 
maintain production equipment and services. 

Planning Department—to plan ahead for production and of 
ordinate the efforts of the production department. 

Process Engineering Department—to design, instal and maintain 
efficient operations and processes and set up standards for the 
same. 

Tool Department—to design and manufacture operation took 
and equipment in collaboration with the Design and Proces 
Engineering Department. 

Cost Accountancy Department—to set up costing and Cost Control & 
Systems for all departments and activities and furnish progressive 
reports and final statements on the same. 

With the exception of the Accountancy Department, the executives it F 
charge of these departments, as well as the minor executives in charge 
of sections within those departments, are invariably technical or pro 
duction trained men. We find them, generally, one hundred per cert 
technically minded, with little or no conception of the relationship 
between the firm’s financial programme and their particular sphere oF 
activity. 

The Personnel Involved in Budgetary Control 


Here we have our first big problem of budgetary control. If we att 
launching our initial budget campaign, can we expect such response from 
the personnel, to enable us to achieve the final desired results, by 
thrusting the scheme on to them in “cold-blood”? To me, such a ste 
would be like throwing water on the hard surface of the earth befor 
first doing a little ploughing. 

Of course, it is very easy to say at this juncture—“to make them cos 
minded.” We have all heard that remark before—but, the question i 
how? It is not a simple job and, further, as I will endeavour to shor, 
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it is a job far beyond the accountant’s capacity or authority. The more 
one analyses this problem the more one realises that the very first step 
in its successful solution is not one of the direct approach to the 
individuals concerned but one which involves the changing of the whole 
internal atmosphere through which the lines of control between the 
management and all departments operate. 

We have all read during the last year or so how certain American 
concerns are adopting policies to create an atmosphere of interest and 
understanding, by the personnel of their organisations, regarding the 
firm’s activities, both material and financial. This campaign is extended 
right down to the front line workers. The methods adopted include 
internal publicity of all the doings, and they go so far as presenting 
periodical financial statements and balance sheets in simple language to 
he understood by the employees. 

While many of us may be sceptical regarding the prudence of keeping 
employees posted with the financial affairs of the company, such candid 
disclosure, in the proper manner, and of course within certain limits, 
down the line of, say, minor executives—in other words, to all persons 
vested with the authority to incur expenditure—must impress us as 
being a big move in the right direction for creating that atmosphere so 
essential in which to sow the seed of cost mindedness in our technically 
trained executives. 

Let us visualise an industrial undertaking in which the management 
carries out the practice of candid periodic discussions, in council with 
all its departmental executives, of its financial affairs affecting the 
organisation, and further, each departmental executive carries out the 
same procedure at periodical meetings of their respective groups of 
foremen or supervisors. 

With such a practice existing within the organisation one must admit 
that Budgetary Control could not help but meet with the understanding 
and enthusiasm necessary to give the scheme smooth running and achieve 
successful results. The cold plain truism that the purpose of all 
industrial undertakings is the making of a profit—the realisation that 
the firm’s liquid financial resources to carry out operations are limited— 
and the fact that the specification of goods manufactured is not based on 
the ideal, but on what the market is prepared to pay, and on com- 
petition—would all be brought home to them as a lasting impression. 


Consideration in Selection of Personnel 


Another important consideration looms up at this juncture. In 
suggesting that the relationship between the management and the 
departmental executives, and between the departmental executive and his 
section supervisors, might be as stated, one has the tendency to 
picture this procedure operating in the organisation to which one is 
attached, and it may be very hard to imagine certain individuals, 
particularly amongst the minor executives, fitting into such an arrange- 
ment. In other words, good as they may be on the technical or practical 
side, it appears obviously a hopeless task trying to interest them in 
organised control and finance. 

_ Even to-day, in this Budgetary Control era, you will agree that there 
is still much room for criticism in the general procedure in creating 
foremen, etc. We are rather apt to take a man who is a particularly 
good operator and who appears to possess some possibilities as a 
supervisor, and make him a foreman, thereby putting him in the position 
of spending hundreds, or maybe thousands, of pounds of the firm’s good 
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money every year, without giving some consideration, or even any 
consideration at all, to whether that person either possesses the essential 
academic training, or at least, is the type capable of being trained to 
appreciate and observe the principles of planned production, stri¢ 
division of functions and centralised Budgetary Control, which we all 
recognise as being so essential within the realms of modern organisation. 
The day of the foreman or supervisor, whose vision does not go 
beyond the limits of the machine or bench, is over. There is still ample 
scope in modern organisation for such type of person, but definitely 
not in the position of control. To tolerate supervisors of the type 
mentioned, perhaps for sentimental reasons, would spell disaster to the 
smooth operation and the success of any Budgetary Control system. 


Authority and Personnel 


It has been suggested that in spreading the responsibility for the 
Budget as widely as possible, if each person in a position of control 
prepares his own sections of the Budget, the individuals concerned 
would then be held responsible for the subsequent actual performances 
within the limits of the Budget. But, can we effectively hold them 
responsible without analysing every item contained in their respective 
budgets, firstly to be sure that they consist of those only which come 
within their influence of control, and secondly, that they are vested with 
complete authority of direction within their orbit of control. Nothing 
does more to damage the confidence, trust, and loyalty we expect the 
key men to have in and for the management than to charge them with 
discrepancies of some other person’s making. Nothing does more to 
create that sea of alibis in which we find ourselves so often floundering, 
as this criss-crossing and entanglement of the lines of authority. 

Nothing is more vital to the smooth running of any organisation 
than the clear alignment of authority, the clarification of responsibilities 
and the clear definition of duties towards executives and minor 
executives. This phase of organisation should be clearly set down by 
the management—yes, if necessary to the extent of having it written 
down, so that each one concerned will know, without any doubt existing, 
exactly what is expected of him and the things for which he has to 
account. 

Sometimes we find a reluctance on the part of the management to 
delegate such wide authority-of-direction to some individuals, on the 
score of doubt regarding, perhaps, their capabilities, their conscientious- 
ness or even their loyalty. In these circumstances it would be far better 
to have such persons replaced by others who had the complete confidence 
of the management, rather than impede the setting down of a clean cut 
issue. 


Conclusion 


Now, to summarise the main factors mentioned, as being those con- 
sidered necessary for the successful operation of Budgetary Control, 
we have firstly, the creation of interest in the departmental executives 
and minor executives by candid disclosure and discussions by the 
management, secondly, the selection of personnel with the correct trait- 
ing or background, and thirdly, the essential consideration in the 
delegation of authority. We find here that the main point of concern to 
the accountant is that each of those factors mentioned are quite beyond 
his authority of control. They are clearly matters which can be decided 
by the management only. 
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With this in mind let me conclude with a note of warning. When 
selling the management on a scheme of Budgetary Control the 
accountant would be wise to include in the sale those vital considerations 
to be given to the personnel factors which can be influenced by managerial 
policy and action only. To neglect this part of the scheme might result 
in the accountant being left to steer the good ship “Budgetary Control” 
through never ending stormy seas. 





PLANNING PRODUCTION FOR FASHION Goops 
By Ciirrorp FRANCIS 


I am pleased that the word “planning” was used in the title for my 
talk instead of “budgeting” for, to many people, the word “budget” has 
an air of mystery and difficulty, whereas “planning” is part of the 
everyday life of all of us. 

Getting up in the morning we plan the time it takes to shave, dress, 
breakfast, catch a bus (and perhaps a train) and arrive at the office. 
All along the way we check our performance with the objective, and 
our planning works out with a remarkable degree of accuracy—so long 
as we are dealing with known factors. But when an unknown factor 
comes into our plans, then it is found necessary to make a liberal 
allowance for the extra time consumed to make certain of finishing the 
planned activities at the right time A bus strike may make it necessary 
to walk to the train instead of catching a bus. The time to allow for 
this would be uncertain but, as in budgeting, we still have a number 
of known factors which can be planned with accuracy. The normal time 
between rising and arriving at work would perhaps be two hours; extra 
time consumed in walking to the station may be estimated at 10 minutes, 
but if we increase this by a 50% margin of safety, making it 15 minutes, 
this extra time, when compared with the whole planned procedure of 
130 minutes, is only 1 to 26, making a possible error of less than 4%. 

The process of planning, from the simplest operations to the most 
extensive schemes for the future, will follow the same lines as outlined 
above. First assemble all possible data of past experience and proven 
data from other sources. Separate the factors which are more accurately 
planned from those of which the data is less reliable. Start planning 
with the better known factors first, then adjust for the lesser known. 
The errors in this way will usually balance each other, and the final 
result will be one of remarkable accuracy. At least that has been my 
experience after 12 years of planning production of fashion merchandise 
and a previous six years’ planning jobs on irrigation and railroad 
construction. 

Of course, the first consideration in planning is to have good data 
to start with, and the best possible information is a record of past per- 
formance for at least five years. 

It is usually necessary to experiment with the various types of data 
until one is found that gives the best guide to future performance. 

In our business the principal records of past performance are sales, 
deliveries, knitting, and finishing. All these indices have fluctuated 
widely from year to year and have consequently been difficult to use, but 
we found that the percentage of goods sold in each month showed a 
lairly close relation, and the percentage of deliveries in each month 
over the years showed a remarkably regular curve. This, then, has 
been taken as our main basis for planning. 
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I shall not deal in detail with our method of estimating the sales. [| 
is sufficient to note that our sales of swimming suits are estimated 
approximately a year in advance—each January or February. They 
are estimates of value and are made by the Sales Department. From 
these figures it is necessary to estimate the number of swimming suits 
corresponding to this given value. The difficulty of this can be realised 
when I tell you that the unit price of some styles is seven times the 
price of other styles. Our plan is for a group of men to estimate the 
percentage sales of each style in our range. These percentages are then 
averaged and multiplied by the wholesale price to get the weighted 
average of the selling prices. We have found that this produces a 
remarkably accurate result because, although there are many bad 
guesses, they average out so that the actual average price is very close to 
the estimate. 

The next move is to estimate the deliveries for each month. To do 
this we take the average percentage in each month over the past five 
years and distribute the sales accordingly. It is then a comparatively 
simple matter to sketch in the curve for finished production and knitting. 

On the same graph we plot the estimated sales calculated on the 
average of the past five years on a percentage basis It is then a simple 
matter to plot performance against the estimated sales, deliveries and 
production and from time to time adjust our manufacturing in accordance 
with the indicated trends. 

For seasonal goods it is best to keep all these data and graphs ona 
cumulative basis, because during the year monthly performance may 
fluctuate quite widely, but in revising plans during the period we 
naturally follow the habit of taking the whole performance up to that 
date as a basis for calculation, and this gives a much clearer picture and 
produces more satisfactory results than a concentration on a shorter 
period for a base. 

We are very fortunate in Australia that the swimming period is 
spread over a greater part of the year than in most other countries 
inhabited by Europeans. Our heavy deliveries are spread from early 
August until the end of December. To start manufacturing in March it 
is necessary to issue orders without any guide from sales, but in April 
and May heavy orders are received and from then on we can use the 
actual sales as our guide. The first critical point in planning is during 
the first two weeks in September. At that time the forward, or indent, 
orders have all been received, and the fill-in, or repeat, orders have not 
yet started. At the same time we must continue to build up stocks to 
take care of the heavy repeat orders that we can expect early in October. 
It is at this time also when we make complete revision of our sales and 
production estimates. Working on a five years’ average, we know that 
we can reasonably expect a certain percentage of fill-in business. 
The total business for the year is re-estimated on a purely mathematical 
basis, and then adjustments made according to our estimate of the 
prevailing business conditions. We then decide how far orders 
should be issued ahead of sales. 

The sales to the end of August usually represent about 45% of our 
total business for the year, which leaves us 55% still to come. This 
would mean that if we could accurately estimate how each style, colour 
and size would sell we could immediately issue orders for 122% in 
advance of the orders already received. We realize that our sales in 
hand are the best indication of what will sell for the balance of the year, 
because the accumulated experience of hundreds of buyers all over 
Australia is a better guide than the experience of a few of us sitting 
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in the Jantzen office; but at the same time we know that these same 
buyers are not infallible, and we realize that for the balance of the 
season there will be a heavy swing in the popularity of the various 
colours and styles. It is obvious that the buyers realise this, too, because, 
as I have said, they have so far ordered less than half of the amount 
they expect to sell. Taking all these factors into consideration, we feel 
that the risk on our high fashion items and on certain colours is such 
that we cannot afford to issue orders more than 50% in advance of 
sales, although on the more certain numbers we will go to 60%. 

During the latter part of November we approach another critical 
point. Although retailers will still be selling swimming suits in large 
quantities for the next two months, we actually make very few deliveries 
to the stores after Christmas. As it takes two or three weeks to produce 
the merchandise, we must have all the goods knit by about December 7. 
Of course, we do not expect to produce only exactly the suits sold, and 
a percentage is allowed for obsolete stock to be carried over at the end 
of the year. 

At this time there are two methods of planning which we have used 
with success. The first is to take our estimated sales, plus the provision 
for carry-over, subtract from that the production orders already issued, 
and then issue further orders to the factory for two-thirds of the balance. 

The other method, and the one which is usually used when nearing 
the end of the season, is to disregard the allowance for carry-over and 
to issue orders continually covering the estimated sales on each item 
for the balance of the year. 

It might appear that, with this careful control, we would have no 
items unsold at the end of the season; but unfortunately that is not so. 
We still have a certain percentage of our production that is carried 
over as obsolete stock and has to be sold at greatly reduced prices. But 
by this careful control we have found it possible to keep this loss within 
reasonable bounds. 





SoME PRACTICAL PoINTs IN BUDGETING 
By WALTER Scott 


I have now no intention of dealing with this subject in the way I 
intended when this title was first suggested. Since then, events over- 
seas have moved very fast and at least to a certain extent the individual 
organisation has lost itself in a wider sphere. Our minds are nationally 
inclined at present. Future conditions are uncertain and there are many 
problems ahead. I propose, therefore, to offer certain suggestions in 
telation to budgeting which I hope may have special importance at 
this time. 

The first matter which naturally arises at this juncture is this: 

Is budgeting of any use in times like these? Let us seek an answer 
firstly from the national aspect. What does budgeting try to do and 
how can it fit in with wartime economy? Amongst other things it aims 
at the elimination of waste, the increase of productive efficiency and 
the promotion of planned control. Surely these aims are the more 
hudable in times like the present. There is a need for the husbanding 
of every resource and for extracting maximum advantage from every 
organisation, so as to promote national well-being. If, therefore, waste 
can be even partially avoided, something has beer achieved. There is 
an immense field in front of us all. One has only to read of the achieve- 
ments of the War Industries Board in the United States in the last 
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war (and indeed by similar organisations in other countries) to realig 
how much a planned movement of this kind can mean. The Wey 
Industries Board set down programmes designed to yield an annu 
saving of 15% in the quantity of materials used in the United States, 
The Federated American Engineering Societies, as a result of a 
analysis of six industries, conducted soon after the war, came to som 
startling conclusions. “If all the metal factories could be run x 
efficiently as the best metal factory studied,” they said, “the industry 
would improve its performance from 1 to 4:5, or by 350 per cent. Ij 
all the textile mills could be run as well as the best textile mull studied 
the textile industry would improve from 1 to 1-50, or 50 per cent.; the 
boot and shoe industry, on the same basis, would improve its performane 
200 per cent.” 
In respect to the responsibility for waste, they concluded, as a result 
of their studies, that the chief burden falls on management as follows: 
Waste due Wastedue Waste due Total 
Industry to Manage- to to Outside Responsi- 
ment Labour Causes bility 
Building Trades .. .. 65% 21% 14% 100% 
Boot, Shoe .. .. .. .. 73% 11% 16% 100% 
Metal Trades .. .. .. 81% 9% 10% 100% 
UE na ce te xs ce Oe 28% 9% 100% 
Men’s Clothing .. .. 75% 16% 9% 100% 
BOD vccce cs ce es 10% 40% 100% 


If, therefore, budgeting can do something towards the elimination 
of waste, the increase of efficiency and the speeding up of production, 
it will have justified itself. National economy is largely the result of 
individual economy and any plan which helps toward this end should 
not be disregarded So much for the national aspect. 

From the standpoint of the individual organisation the foregoing 
arguments lose little of their value. There are, indeed, one or two 
additional aspects. In the first place there is much to be said for the 
view that budgeting is of most value when there is a possibility of a 
buyer’s market, when costs rise more rapidly than selling prices, ot 
when the future is uncertain and conditions likely to be difficult. Here 
in Australia a somewhat crude classification of various types of business 
could be set down as: 

1. Those where production must be speeded up (such as munition 
works). 

2. Those which will probably continue at existing levels. 

3. Those whose sales will drop. 

Naturally, the effect of the trend of events abrvad will become 
increasingly important. Budgeting is of value in each of the foregoing 
cases, particularly in the first and third. The point I wish to make is 
that budgeting has a special place in times such as these, and every 
opportunity should be taken to commence. 

For those who have had no previous experience I wish to outline 
several points to which some attention may be given. One of the diff- 
culties that may have to be faced is that little time is available to prepare 
the necessary statistics. If the thing was taken slowly and logically, 
some months may elapse before any co-ordinated budget plan was 
available. If this be so and there are consequent disadvantages, give 
some consideration to specialising on certain budgets. Pick out the 
phases of industry which can be covered fairly quickly and accurately 
and concentrate on those. Bear in mind that other things being equal 
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the weakest parts of the organisation should be tackled first. If it is 
avery difficult matter to prepare a budget for a whole year, reduce the 
period. Try six months, three months, or even one month, and develop 
from there. Don’t hesitate to be unorthodox. The cardinal principle 
of budgeting is that the budget should fit the business and not the 
business fit the budget. The acceptance of this principle need not 
in any way impair the value of the planning. Try to get the co-operation 
of the managing director, or at least some measure of sympathetic 
help. This will go a long way to ensure success. Don’t be surprised 
at opposition from various executives. You are almost sure to come 
up against it. Be careful in your approach to executives for two reasons: 
firstly, because unless tact is used the particular executive is prone to 
think the establishment of budgeting is an unfortunate commentary 
upon his efforts, and in any case he may feel some doubt about his 
ability to live up to budgetary estimates. Secondly, conditions to-day 
are such as to have a very adverse effect upon some temperaments. 
People are apt to be worried and impatient, their nerves frayed, and 
due allowance must be made for these things. I suggest that the 
matter should be tackled from a co-operation angle. Point out to the 
sales manager how these things will help him; will give him additional 
information; will enable him to concentrate upon the things that go 
wrong and leave alone the things that are going according to schedule. 
The budget will help him to save his time and energy. In other words 
you are out to assist him and every other executive. If you can prove 
this point your battle is half won. Don’t expect too much from your 
budget at the beginning. It takes time to reach even a satisfactory 
stage of achievement. Nevertheless, don’t forget that if you commence 
budgeting in 1940-41 instead of 1941-42, in the latter year you will 
have twelve months’ experience in hand and that will be very valuable. 
Don’t let mistakes deter you. It takes time and effort to develop 
budgetary control, but the work pays good dividends. 

And now for those who are already budgeting. I have already said 
something about overseas conditions and the element of uncertainty 
which pervades everything at the moment. We do not know exactly 
what to expect. Sales and trading conditions are definitely uncertain, 
particularly where the industry is not directly connected with war 
supplies, and where it is dependent upon imported materials. And so 
I suggest that the best way to meet such a condition is to increase the 
flexible nature of your budget. If you are operating on a fixed budget, 
try to introduce the flexible factor, so that your expenses will bear 
some reasonable proportion to your income Once having done this, 
watch your figures closely. See that they are kept well up to date, so 
that where changes of policy are called for, the necessary immediate 
recognition is made. Make sure you have covered the controllable 
factors and keep a wary eye on the uncontrollable. Give increasing 
recognition to the importance of control. Graph the important factors 
of the business and relate manufacturing and selling results to expenses 
and to each other. Where there are departures from the budget, do not 
be content with recognition—investigate what action can be taken firstly 
to get into line with the budget again and secondly to ascertain what 
else should be altered to preserve the various desired ratios, such as 
stocks to productive activity, expenses to production and to sales, etc. 

The next point I want to make is connected with finance. We all 
know that taxation rates have gone up. Most of us will have seen in 
the newspapers that in England there will be a levy of 100% wartime 
excess profits tax. This measure went through almost without a murmur 
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and it is a tribute to British sacrifice. Bear in mind, however, that 
where there is increasing business, extra stocks, or bigger book debts, 
a great strain may be placed upon finances. There is probably sound 
ground, therefore, for saying that the financial budget during the next 
twelve months will become of increasing importance. Pay attention to 
it, see that you work it out as carefully as you possibly can. As with 
all other budgets, where it is at all possible, prepare your financial 
estimates from two or more different angles and compare the results, 
If you find that your cash position is slipping back, get busy. If you 
don’t do it then, you will have to do it later. Apart from the fact that 
large sums of taxation may have to be met, the maximum contribution 
to national effort will be helped by making taxation payments on the 
due date. Singly this does not matter very much; in total it is of the 
greatest importance. Watch your stock figures, your current asset/cur 
rent liabilities ratio, and particularly the ratio between turnover and 
book debts. An operating capital budget is often very helpful, because 
it necessitates valuable consideration of the factors which affect capital 
and because it brings home the conflict between the capital of the 
business on the one hand and security, savings and service within the 
business on the other. 

The fourth matter is possibly a little more nebulous. Where there 
are no standard costs in operation in your business, see if your existing 
budgetary framework can be expanded so that certain of the budget 
figures affecting vital costs can be used in the nature of standard costs. 
This increases the control factor, keeping the application of control up 
to the minute. Enquire into discrepancies quickly and seek to extract 
maximum advantage from the planning you have done. 

In conclusion, just one note of warning. Budgetary control offers 
many advantages, but it is not a cure-all. Don’t forget that no budget 
will ever run your business, but it will help you to run it. Under no 
circumstances treat your budget as being like the laws of the Medes 
and Persians. It should not be altered lightly. It should not be altered 
without good reason for the alteration. It should not be altered unless 
the welfare of the organisation strongly suggests the alteration; but 
once this condition arises, don’t hesitate, alter it. Take out new state- 
ments to bring the whole of your budgetary estimates into conformity 
with the newer conditions. Don’t forget the truth of what someone 
has said: “Men don’t shoot because targets exist, but they put up 
targets that their shooting may be more accurate.” In any case, mort 
than ever before, the time has arrived for more bridge and less poker 
in business management, and the accountant and cost accountant can 
often give a lead in this direction. 





Articles in Overseas Journals 


The Accountant 
July 20, 1940: The Office of Managing Director, by F. Shackleton. 
The Journal of Accountancy 
August, 1940: Reports of Independent Certified Public Accountants, 
by V. H. Stempf; Accounting in Evolution, by H. A. Eppston; 
Some Purposes and Principles of Government Accounting, by 
J. L. Chambers ; Business Interruption Insurance, by H. C. Baker. 
The Canadian Chartered Accountant 
August, 1940: The Financial Consequences of Stores Accounting, by 
C. A. Ellis. 
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Taxation Section 


Epitep By J. A. L. GuNN, F.1.C.A. 


Power oF COMMONWEALTH TO IMPOSE TAX 


The appellant company disputed the payment of certain taxes imposed 
by the Flour Tax (Wheat Industry Assistance) Assessment Act, 1938, 
and the Flour Tax (Stocks) Act, 1938, on the ground that these statutes 
were ultra vires the Commonwealth Parliament and void, in that they 
were part of a scheme of taxation operating by way of discrimination 
between Tasmania and the other States contrary to S. 51 (ii) of the 
Commonwealth Constitution. The statutes in question were part of a 
scheme of six Acts whereby taxes were imposed on flour and flour 
products, the proceeds of the taxation being distributed to the wheat 
growers. As, however, the quantity of wheat grown in Tasmania was 
relatively insignificant, in order that the inhabitants of Tasmania should 
not be forced to contribute to the taxes without materially participating 
in the benefits thereof, it was enacted that special grants were to be made 
to the State of Tasmania with intent that the same should be distributed 
among the payers of the taxes. Section 51 (ii) of the Constitution 
provides that the Commonwealth Parliament shall have power, subject 
to the Constitution, to make laws with respect to taxation, but not so as to 
discriminate between States or parts of States. Section 96 of the 
Constitution provides that the Commonwealth Parliament can grant 
financial assistance to any State or States (but subject to a possible time 
limit). In this case the distribution of the special grants was made by 
the Tasmanian Parliament: Held by the Privy Council: 

(i) The fact that persons in Tasmania who paid the taxes were in a 
more favourable position than those who paid the taxes in other States, 
was not in itself contrary to S. 51 (ii) of the Constitution, as that section, 
though prohibiting discrimination between States or parts of States, is 
not concerned with the equality of burden of taxation. “The Common- 
wealth is very rich in minerals of many kinds, but they are, of course, 
unequally distributed between the States. Moreover the climatic and soil 
conditions and the states of development are very different in these 
various areas. Uniform taxes on selected metals, or, for example, on 
the coal produced in the States, may impose a heavy burden on some 
States whilst leaving others wholly untouched, or only slightly affected.” 
(At p. 276.) 

(ii) The special grants having been made under S. 96, which does not 
prohibit discrimination, were made bona fide for the purpose of equalising 
the burden of taxation, and the scheme as a whole did not discriminate 
between States or parts of States contrary to S. 51 (ii). “There is 
nothing in S. 51 to prevent the Commonwealth Parliament from passing 
measures in concert with any State or States with a view to a fair 
distribution of the burden of the taxation proposed, provided always that 
the Act imposing taxes does not itself discriminate in any way between 
States or parts of States, and that the Act granting pecuniary assistance 
toa particular State is in its purpose and substance unobjectionable.” 
(At p. 277.) 

The Privy Council, however, went on to stress the importance of the 
prohibition contained in S. 51 (ii) “Cases may be imagined in which a 
purported exercise of the power to grant financial assistance under S. 96 
would be merely colourable. Under the guise or pretence of assisting a 
State with money, the real substance and purpose of the Act might simply 
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be to effect discrimination in regard to taxation. Such an Act mighi 
well be ultra vires the Commonwealth Parliament.” (At p. 277.) (W.R 
Moran Pty. Ltd. v. D.F.C. of T. [1940] 3 All E.R. 269.) 





CAPITAL REPAIRS 

Section 53 of the present Commonwealth Act (unlike the 1922-193 
Act) discriminates against repairs of a capital nature. The leading cag 
on capital repairs is Law Shipping Co. Ltd. v. 1. R. Comrs. (1923) 22 
Tax Cas. 621, where it was held that a considerable sum spent in initial 
repairs by the purchaser of a second-hand ship was in the nature oj 
capital expenditure. 

The taxpayer company bought in 1934 a country hotel with an 
adjoining hall and two shops for £8,000. In a letter written by the 
company’s secretary it was stated that the hotel had been “allowed to go 
to rack and ruin for some fifteen years,” and that when the company 
bought the property “it was in a state of complete disrepair and in some 
parts dangerous to the people using the premises.” Very soon after the 
purchase the company undertook extensive repairs which were carrie 
out during income years ended June 30, 1935 and 1936. The expenditure 
on repairs incurred in 1936 (the first year to which the present 
Commonwealth Act applied) was £1,101. The Board of Review in 
disallowing this sum as a deduction pointed out that none of the repairs 
had been shown to be applicable to the period of the taxpayer company’s 
ownership—on the contrary the evidence showed that the repairs wer 
needed previously. (1938) 8 C.T.B.R. Cas. 44. 





Lump Sum RECEIVED BY EMPLOYER UNDER INSURANCE POLICY IN 
RESPECT OF DEATH OF EMPLOYEE 


The respondent company took out a policy of insurance under which 
it was entitled to receive compensation in the event of any accident (not 
necessarily arising in the course of their employment) to employees 
whose remuneration excluded them from the scope of the English 
Workmen’s Compensation Acts. In the case of death or total disable 
ment, the sum payable to the company was a lump sum, and in the cas 
of temporary disablement it was a weekly sum during the period o/ 
disablement, but not exceeding 52 weeks. The company was allowed 
deduction of the premiums paid. The company’s works manager was 
killed, and in respect of his death the company received £937/10/- under 
the policy. Held that the sum received was assessable income of the 
company, Murphy v. Thomas E. Gray & Co. Ltd. (1940) 3 All E.R. 214 

Section 26 (j) of the Commonwealth Act and the corresponding 
provisions of the State Acts, provide, inter alia, that the assessable income 
of a taxpayer shall include any amount received by way of insurance 
or indemnity for or in respect of any loss or outgoing which is a 
allowable deduction. Thus, where employees of a business are com 
pulsorily or voluntarily insured under a Workers’ Compensation policy, 
any sum received in respect of the policy is assessable income. 

The above English decision deals, however, with the position where? 
lump sum is received in respect of the death of an employee through a 
accident not necessarily arising in the course of his employment and not 
necessarily one in respect of which the employer is obliged to pay 
compensation to the employee’s representative. The death of an employe 
causes loss to the employer, against which he is entitled to insure, and 
has been held that the amount received is assessable income under the 
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OVERSEAS TRAVELLING EXPENSES 

The taxpayer, a leading teacher of dancing, claimed a deduction in 
respect of travelling expenses incurred on a trip abroad during year 
ended June 30, 1936. As a result she received a special appointment as 
examiner of dancing, but evidence was given that this was not her sole 
or main object, which was to acquaint herself with the latest developments 
and ideas. The Board of Review held that the trip was made with a dual 
object, and to the extent that the expenditure was incurred with the 
object of gaining experience in the latest styles and trends of dancing 
it was “necessarily incurred in carrying on a business for the purpose 
of gaining or producing” her assessable income, S. 51. The Board 
allowed a deduction of half the return steamer fare and expenses 
connected therewith, and half of her living expenses while abroad, 
together with the full amount spent in obtaining dancing lessons and in 
visiting Paris, etc., to view ballets (1937) 8 C.T.B.R. Cas. 47. 





EXPENDITURE INCURRED IN Prior INCOME YEARS 
Not Deductible from Current Assessable Income 

In Income Tax Commissioner (India) v. Basant Rai Takhat Singh 
(1933] 60 I.A. 307, the Privy Council held that “the allowance for any 
expenditure incurred must be an allowance for expenditure incurred in 
the year in respect of which arise the income profits and gains forming 
the basis of the assessment. Upon that footing, therefore, there can be 
no justification for deducting from the profits and gains something in 
respect of expenditure . . . which occurred many years before.” 

A company incurred costs, travelling and other expenses in con- 
nection with certain State income tax appeals. The sums, as paid, 
were debited to a suspense account, and in a later income year the 
total expenditure was claimed as a deduction. Held by the Board of 
Review that liabilities incurred and discharged in one year were not 
deductible in the assessment of a subsequent year (1938) 8 C.T.B.R. 
Cas. 38. 





Losses OF SUBSIDIARY COMPANIES 


In the May, 1939, issue of the Journal, at pp. 242-4, the decision of 
the English Court of Appeal in Odhams Press Ltd. v. Cook was cited. 
The facts were :— 

The appellant company had a number of wholly controlled sub- 
sidiaries, for which it did printing work. One of these subsidiaries made 
aloss of £2,927 during 1933-34 upon its trading operations. The charge 
for printing during that year was £10,118 and the appellant company 
wrote off £2,927 from that sum and contended that the latter sum was a 
proper deduction against profits. The House of Lords has affirmed the 
decision of the Court of Appeal, viz.: that the sum written off was not 
wholly and exclusively expended for the purpose of the appellant’s 
trade and was not, therefore, an admissible deduction [1940] 3 All 


ER. 15. 





PENSION FUNDS 
To Provide Individual Personal Benefits 
Both S. 66 and S. 78 (1) (b) of the Commonwealth Act, and the 
corresponding provisions of the State Acts, provide for the allowance of 
sums set apart, etc., to a fund “to provide individual personal benefits,” 
ttc, for employees. The rights to receive these benefits, etc., must be 
lully secured. 
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An insurance society issued an insurance policy embracing a group 
of employees of the taxpayer company. The employees enrolled in the 
group paid weekly premiums (deducted from their wages) and the 
society was liable to pay to the employees the amounts named in th 
policy in the event of their death or permanent and total disability, o 
the attainment of a specified age. 

In conjunction with the above scheme, a welfare fund was established 
for the benefit of the enrolled employees. Both the insurance society 
and the taxpayer company agreed to make contributions to that fund 
which, according to a booklet issued by the company, could be “utilised 
for the payment of premiums during sickness or for any other 
purposes.” 

The Board of Review disallowed a claim for deduction by the 
taxpayer company in respect of a contribution by it to the welfare fund 
on the ground that the fund had not been constituted in such a manner 
that the benefits would necessarily be “individual personal benefits, 
pensions or retiring allowances.” (1938) 8 C.T.B.R. Cas. 35. “No 
rules have been drawn up in relation to the welfare fund nor is there 
any scale of payments to be made therefrom. Whether, and in wha 
circumstances, any payment should be made is a matter entirely in the 
discretion of the trustees. So also is the matter of amounts to be paid 
and the times of payment. . . . The benefits of the fund might be partly 
or wholly collective. The trustees could, if they saw fit, set upa 
gymnasium, a library, a social club, a sports club or any other activity 
for the benefit of the enrolled employees.” 





Shares Issued to Employees 

In Weight v. Salmon (1935) 19 Tax Cas. 174 a managing director 
of a limited company, in addition to his fixed salary, was given the 
right to take up certain unissued shares at par value which was much les 
than their current market value. The House of Lords held that the 
privilege so granted represented money’s worth and was assessable to 
tax as a profit of his office of managing director. 

In Lowry v. Consolidated African Selection Trust Ltd. [1940] 2 Al 
E.R, 545, the House of Lords, by majority, has held (reversing the 
decision of English Court of Appeal; see Journal June, 1939, at p. 294) 
that the difference between the par value and the higher market value of 
shares issued by a company to its employees at par was not an allowable 
deduction to the company, because the issue of the shares did not 
involve the company in any expense for the purpose of its trade. 

Here is another example of the importance which the form of 2 
transaction plays in determining questions relating to income tax. If, 
for example, the company had, bona fide, paid a bonus to its employees 
and, at the same time, had given the employees the right to apply for 
shares in the company at a price equal to the market value of the shares, 
such price being above par, it would appear that the bonus paid wouli 
have been an allowable deduction to the company and the premium 
received by it in respect of the shares so allotted would not have been 
assessable. “If money or money’s worth in any form, whether from 
capital or from income, is given to an employee in discharge of a 
ordinary trading obligation or debt due to him incurred in the cours 
of the trade, and is accepted as such, I am quite ready to accept the view 
that the amount of the debt or liability so discharged will find its wey 
into the profit and loss account on ordinary commercial principles, an 
will pro tanto reduce the profits for the year, for incorme tax purposes 
A man’s salary, with his consent, can be paid in meal or malt as wel! 





OCT. 


group 
in the 
nd the 
in the 
ity, or 


blished 
society 
t fund 
Atilised 

other 


by the 
e fund 
nanner 
nefits, 
, “No 
; there 
1 what 
in the 
e paid 
partly 
up a 
ctivity 


rector 
en the 
ch less 
at the 
ble to 


2 Al 
ig the 
. 294) 
lue of 
ywable 
d not 


of a 
x. If 
loyees 
ly for 
hares, 
would 
mium 
been 

from 
of an 
ourse 
} view 
5 Wa) 
; and 
poses 
; well 


1940 THE AUSTRALIAN ACCOUNTANT 111 


as in money, and that salary is one of the items of expenditure which 
go to reduce the amount of the profits and gains,” per Viscount 
Maugham at p. 553. 





UNDESIRABLE LEASES 
Whether to Cancel or Sublet 

How often in our lives are we compelled, with Hamlet, to decide 
whether ‘tis nobler in the mind to suffer the slings and arrows of 
outrageous fortune, or to take up arms against a sea of troubles, and by 
opposing end them. 

One of the problems of the multiple store organisation is the occasional 
dud shop. Whether to suffer the outrageous rent and sublet at a loss or 
to take up arms against the lease and by a payment, end it. 

In Unton Cold Storage Co. Ltd. v. Ellerker [1938] 4 All E.R. 692, 
the appellant company, in 1901, was granted a lease of land for a term 
of 40 years. In 1932 the company induced the lessors to cancel the 
lease by the payment to them of £6,000. The English High Court 
(Macnaghten, J.) held that the payment for the cancellation of the lease 
was not a disbursement for the purpose of carrying on the trade of the 
company, and was not deductible. 

In Hyett v. Lennard [1940] 3 All E.R. 133, the taxpayer, a chain 
storekeeper, leased a shop at a rent of £3,500 per annum for 35 years. 
After several years, the taxpayer closed this shop, owing to the business 
there proving unprofitable, and then sub-leased it at a rent of £2,500. 
He claimed the difference of £1,000 as an allowable deduction from the 
profits of his other shops. Held by the English High Court (Mac- 
naghten, J.) that as the taxpayer had to pay the rent of £3,500 
pursuant to an obligation which he had entered into for the purposes of 
his trade, he was entitled to make the deduction claimed. 

Under the Australian Acts, the rent received would be assessable 
income from property and the rent paid would be an allowable deduction 
being an outgoing incurred in gaining or producing the assessable 
income. 

The point as to whether or not a payment by a tenant to a landlord 
to cancel a lease is deductible has not yet been decided by the Australian 
Courts, but it is probable that they would arrive at the same decision 
as the English Courts. On the other hand, where the lease is not 
cancelled and the property is sublet at a loss the difference is clearly 
deductible. This fact should be borne in mind when deciding the 
question—whether to cancel or sublet. 





CoMMONWEALTH PrIvATE CoMPANY TAX 
Assessment in Respect of “Undistributed Amount” 

Section 103 (2) (f) of the Commonwealth Income Tax Assessment 
Act provides as follows :— 

“Where dividends are paid either wholly or in part out of the net 
profits of a company of the year of income and those profits are partly 
liable to and partly exempt from income tax under this Act the amount 
of dividends paid out of the taxable income of that year shall be deemed 
to be the amount which bears the same proportion to the total amount of 
dividends paid out of those profits as that portion of the net profits of 
the year of income which is liable to income tax under this Act bears 
to the total net profits of the company of the year of income: 

“Provided that this paragraph shall not apply to the profits or income 
specified in paragraph (b), (c) or (d) of sub-section (2) of section 
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forty-four of this Act where a dividend is paid wholly and exclusively 
from the profits or income so specified.” 
The following examples illustrate the above provisions :— 
Australian profits of private company .. .. .. .. 47,710 
Ex-Australian profits exempt from Commonwealth 
NN So Pee Fea Pecan 2 aie Bes ee ce hak vac 4,102 


Net profits of company for year ended June 30, 1940 £11,812 


Assume the Australian profits and the distributable 
eee 
Re GU ONIN |. oe ka ees 0K SSO oe 008 oe 1,927 


acne Desbeeetion 46. cs ss cs. oe aw ee se we «=e 


(1) The company, within six months of the close of the income year, 
pays a dividend of £6,960 wholly out of the net profits of that year. 
The dividend will be apportioned as follows :— 
Australian 


as of £6,960 .. 


Ex-Australtan 
4,102 


irae °! MT 6s s4iu an ee ee se od oc Sk Se 


£6,960 


Sufficient distribution as above .. .. .. .. .. .. £5,783 
Dividend deemed to be paid .. .. .. .. .. .. 4,543 


Undistributed amount subject to private company 
UO 6a: 4a: a6 Bo AS ee bd Welee Si wee ey, 
(2) The company contemporaneously paid two dividends :— 
(i) Wholly and exclusively out of Australian 
RN is: Wh ub oe oe 40. 20 cn ed ed ae See 
(ii) Wholly and exclusively out of ex-Australian 
DE Ge ak net ON Sake oe we. BST Oe ey 4,000 


Ween Qe 2 ioe ee ee cs es COS 


As the dividend of £4,000 was paid wholly and exclusively out of the 
£4,102 exempt ex-Australian profits, the proviso to paragraph (f) 
operates to preclude any apportionment of the dividend of £6,960 paid 
wholly and exclusively out of the Australian profits. 

The position therefore is :— 

Sufficient distribution as above .. .. .. .. .. .. £5,783 
ee ee ee 6,960 


Undistributed amount .. 


The dividend of £4,000 is exempt in the hands of the shareholders 
(3) It is considered that the dividend of £4,000 paid wholly ané 
exclusively out of the exempt ex-Australian profits would have to be 
paid before the expiration of six months after the close of the income 
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year in order to prevent the operation of S. 103 (2) (f). The 
application of the whole of the Private Company Division is dependent 
upon the circumstances existing at the close of that prescribed period ; 
consequently any distribution made subsequent to that date, whether 
out of exempt or taxable profits, could not be taken into account. 

Thus if the dividend of £6,960 were paid five months after the close 
of the year of income and the dividend of £4,000 were paid seven months 
thereafter, the position would be as in (1) :— 

eee GUD go's bo aw ce ow Use es oe ES 
Dividend deemed to be paid— 


7,710 
1T 812 Of 46,960 .. -. «ee we ee ee ee oe 4,543 


Undistributed amount .. .. .. .. .. .... .. .. £1,240 
—__— 


(4) The question arises whether in the circumstances mentioned in 
(3) the dividend of £4,000 paid wholly and exclusively out of the 
exempt ex-Australian income of £4,102 is still exempt under S. 44 
(2) (b) (i), notwithstanding that of the dividend of £6,960 only 
£4,543 was deemed to be paid out of Australian profits. Section 103 
(2) (f) stops short of saying that any portion of the dividend is 
deemed to be paid out of profits exempt from Commonwealth income 
tax; it merely says that a certain proportion shall be deemed to be 
“paid out of the taxable income.” The fact is that the company had its 
{4.102 exempt ex-Australian income intact and paid a dividend of 
£4,000 wholly and exclusively out of it. Section 44 (2) (b) (i) applies 
to exempt such a dividend notwithstanding that for the purposes of 
S. 103 the declaration of the dividend of £6,960 wholly and exclusively 
out of the taxable profit was ignored. 





New ZEALAND NATIONAL Security Tax 

The Taxpayers’ Association of New South Wales has received the 
following letter from Mr. J. M. Park, the New Zealand Commissioner 
of Taxes, relating to New Zealand National Security Tax :— 

“T have to advise that the Finance Act, 1940, under which the National 
Security Tax is levied, provides that the tax shall be at the rate of 
\/-in the pound on all salaries, wages, and other income. 

“The National Security Tax is levied and payable in the same manner 
as Social Security Charge. All salaries, wages and allowances liable for 
deduction of Social Security Charge at the source are, in respect of 
amounts derived for any period after 21st July, 1940, liable to deduction 
of Social Security Charge and National Security Tax at the combined 
rate of 1d. for every 10d. or part thereof. Formerly the rate was 1/- 
in the pound, i.e., 1d. in every 1/8. The rate is now 2/- in the pound, 
ie. 1d. in every 10d. All the provisions of the Social Security Act, 
1938, and amendments, and regulations made thereunder apply to the 
combined charge in the same manner and in all respects as they apply 
to Social Security Charge. 

“In connection with income other than salary or wages derived during 
the year ended 31st March, 1940, Social Security Charge is payable at 
the rate of 1/- in the pound on all such income. National Security Tax 
is payable at the rate of 9d. in the pound, or at 1/- in the pound on 
three-quarters of all income other than salary or wages derived during 
the year ended 31st March, 1940. Where a taxpayer has paid the 
May, 1940, instalment of the Social Security Charge, no adjustment will 
te made in respect of that instalment, but further instalments due in 
August, 1940, and November, 1940, and February, 1941, will be charged 
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at 2/- in the pound, and not 1/-. Where a taxpayer has paid the fy 
Social Security Charge in one instalment in May, 1940, further Nation 
Security Tax at 9d. in the pound on the full amount of income disclosej 
may be paid in one sum, or three instalments of 1/- in the pound may 
paid in August, 1940, November, 1940, and February, 1941. 

“Companies liable for Social Security Charge are also liable fg 
National Security Tax in the same manner as persons in receipt of 
income other than salary or wages. Certain classes of companies, eg, 
banks, insurance companies, gold-mining companies, are not liable for 
payment of Social Security Charge or National Security Tax. 

“Non-resident companies are liable for both National Security Ta 
and Social Security Charge on income derived from New Zealand for 
the year ending 31st March, 1941, and subsequent years. They are al» 
liable for National Security Tax (at 9d. in the pound) in respect of such 
income derived during the year ended 31st March, 1940.” 





PAYMENT OF COMMONWEALTH INCOME TAX 


Commonwealth Regulation 44 (a) has been amended by No. 1% 
of 1940 so as to permit Commonwealth income tax to be paid at the 
office of the Commonwealth High Commissioner, London, or of the 
Australian Government Trade Commissioner in the United States. 





ProspLeMsS RELATING TO HoLpING CoMPANIES 


The following is a summary of the revenue accounts of an operating 
company and its sole shareholder, also a company. Both companies ar 
private companies and the whole of their income is derived in New 
South Wales. 

Operating Company 
To expenditure .. .. £4,000 By gross revenue .. .. £1800) 
» Net profit, taxable 
and distributable 
income .. .. .. 14,000 


£18,000 


Holding Company 
To expenditure .. .. £12,000 By gross revenue, 
interest .. .. 
» net loss 


£12,000 


Let us assume that the operating company decides not to pay 2 
dividend. A sufficient distribution of its distributable income for pur- 
poses of Commonwealth private company tax is three-fourths of £14, 
= £10,500, and this sum iis subject to additional tax under Division /. 
It is to be observed that a private company is interposed between the 
operating company and the ultimate individual recipients of the income, 
and S. 105 is applicable. It will also be noticed that even if the holding 
company had received the undistributed amount of £10,500 as a dividend 
from the operating company, there would still have been a loss. 

In the above circumstances, a holding company claimed that S. 10 
could apply only where it would have been possible for the interposed 
company to distribute profits by way of dividend to its shareholders 
It was pointed out that no additional tax would have been payable it 
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respect of the £10,500, if it had, in fact, been distributed as a dividend 
to the holding company. The Commonwealth Board of Review ( (1937) 
7C.T.B.R. Cas. 14) disallowed the claim. “In our opinion, the inten- 
tion of the Act is that where any company, trustee or partnership, is 
interposed between the private company which has not made a sufficient 
distribution, and the individuals who would have received the relative 
parts of the undistributed amount, the financial position of the inter- 
posed company, trustee or partnership, should be regarded as immaterial. 
The Act, we think, intends that the undistributed amount should be 
followed through to the individuals who would notionally have received 
‘relative parts’ if there had been successive distributions.” 

Let us now turn to S. 147 of the New South Wales Act, which 
provides as follows : 

“Where the shares in one company are held by another company 
or where two or more companies consist of the same shareholders 
and the shares in each of those companies are held by those share- 
holders in substantially the same proportions, the Commissioner may 
assess the aggregate taxable income of those companies as if it were 
derived by one company. Shares in one company held by or on 
behalf of another company shall for this purpose be deemed to be 
held by shareholders of the last-mentioned company.” 

Assume that the above-mentioned operating company’s revenue 
account is unaltered but that the holding company’s account is as 
follows :— 

Holding Company 
To expenditure .. .. £12,000 By Gross revenue 
(interest) .. .. £4,500 
» mettle... ...< F500 


£12,000 £12,000 


By amalgamating the accounts of the operating company and the 
holding company the aggregate taxable income of those companies is 
£6,500, and New South Wales tax is payable on that sum by the 
operating company. 

Let us assume that a dividend was, in fact, paid by the operating 
company to the holding company, and that the dividend, amounting to 
£10,500, was paid on the last day of the year of income. 

The operating company is not liable to Commonwealth private com- 
pany tax because it has made a sufficient distribution of its distributable 
income within the prescribed period. The holding company now has a 
profit of £3,000. 

What is the position under S. 147 of the New South Wales Act? 

Solution (a): 
Taxable Income 
Operating company .. .. .. .. .. .. .. £14,000 
Holding company— 
ET cin nian ot aoe: on. Se 
Less proportion of expenses, 
12,000 x 4,500 
15,000 BWecsccce ee ae 





Aggregate taxable income of the two com- 
panies .. . 
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Note.—It should be noted that the benefit of £8,400 of deductions, 
sie 12,000 x 10,500 

= 15,000 
non-assessable, S. 52 (3), has been lost. 


Solution (b): 


applied against the dividend of £10,500 which is 





Taxable Income 


Operating company .. .. .. .. .. .. .. £14,000 
Holding a. - 
i, ere Teer. 
Exclude dividend . it 


Loss 


Aggregate taxable income of the two com- 
panies .. 


I am of opinion that solution (b) is the correct one. 

The wording of S. 147 necessarily involves an assumption that the 
income is derived by one company, and if the Commissioner is to assess 
the aggregate taxable income “as if it were derived by one company” he 
must, I consider, eliminate transfers from one company to another asa 
company cannot pay a dividend to itself. Once the dividend is eliminated 
in this way then no deductions are applied against the dividend and the 
whole of the holding company’s expenses are deducted. 

I have been informed that New South Wales assessments have been 
issued in accordance with solution (a) and interested readers are 
advised to lodge objections against them. 





War-TIME (Company) Tax 


It was pointed out in the September issue of the Journal, at p. 6, 
that a number of amendments were proposed to be made to the War-time 
(Company) Tax Assessment Bill. Some of these amendments were 
discussed in the September issue; some others are dealt with below:— 


Holding Companies 


The definition of a holding company is proposed to be amended to 
read :— 

“*Holding company’ means a company which controls, or is in a 
position to control, any other company (which other company is in this 
definition referred to as ‘the subsidiary company’) either by virtue of 
its shareholdings in the subsidiary company or indirectly through 
another company, or by virtue of any agreement, express or implied, 
and which would be entitled to receive, either directly or indirectly, more 
than one-half of the profits earned by the subsidiary company during 
the accounting period if those profits were distributed.” 

As stated in the Commonwealth Treasurer’s Explanatory Memo- 
randum the addition of the words “directly or indirectly,” appearing in 
italics above, will permit an election being made by a company which is 
in a position to control another company but would only indirectly be 
entitled to receive more than one-half of the profits of that company 
if the profits were distributed. The following example is cited by the 
Treasurer :— 

“Company ‘A’ holds all of the shares in company ‘B’. Company ‘B 
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holds all of the shares in company ‘C’. By reason of its shareholdings 
in ‘B’ company, ‘A’ is in a position to control ’C’ but would not be 
entitled to the direct receipt of more than one-half of the profits of ‘C’ 
if such profits were distributed. The profits, if distributed, would be 
received by company ‘B’. 

“The words ‘either directly or indirectly’ would enable company ‘A’ 
which is the principal and controlling company of the group to make an 
election, as that company would be entitled to receive indirectly through 
‘B’ more than one-half of the profits of ‘C’.” 

The following group of companies has come under the writer’s 
notice:—Private company “A” owns all the shares in company “B”. 
Two of the activities of “B” were transferred to separate companies 
“C” and “D”. Company “B” owns all the shares in company “C” but 
the individual shareholders of company “A” were allotted all the 
shares in company “D”. The directors of company “A” constitute the 
board of companies “B”, “C” and “D”. By virtue of the amendment, 
company “A” has the right to elect to have both companies “B” and 
“C” treated as its branches, but company “D” must be excluded, 
although for all practical purposes it is one of the group. This exclusion 
means a relatively enormous difference in war-time (company) tax to 
company “A” and affords one of many illustrations of the hopeless 
inequity of imposing a progressive tax based on capital employed. 

The Bill has also been amended to provide that if a holding company, 
which has elected to treat its subsidiaries as branches, fails to pay 
the war-time (company) tax within the prescribed time (or within 
such further time as the Commissioner allows) the Commissioner may 
treat the election as void and proceed to make an assessment in respect 
of each of the subsidiary companies. 

This new provision has been inserted to ensure that revenue will not 
be lost in any case where a holding company, after electing to have its 
subsidiaries treated as branches, fails to pay the tax assessed. ‘The 
authorities, of course, had particularly in mind ex-Australian holding 
companies with subsidiaries operating in Australia. A great many of 
these holding companies finance their subsidiaries principally by means 
of advances and thus will inevitably make the election. This raises an 
interesting point. The war-time (company) tax assessed in respect 
of an ex-Australian company and its Australian subsidiary treated as 
abranch will, in fact, be paid by the subsidiary as, normally, only the 
latter’s profits will be subject to the tax. In calculating the tax on 
undistributed incomes of both public and private companies a deduction 
is allowed in calculating the distributable income of any tax which, in 
the year of income, is paid under any Act passed by the Commonwealth 
Parliament imposing a war-time tax upon companies. As the Com- 
monwealth Income Tax Assessment Act stands the Australian subsidiary 
will be entitled to a deduction of any war-time (company) tax paid by 
iteven though that tax is assessed against the holding company. But 
the allowance of war-time (company) tax paid, instead of payable, has 
been strongly objected to in many quarters. If the Income Tax Assess- 
ment Act is altered as a result of these protests it may mean a crushing 
blow to many subsidiaries of overseas companies. The subsidiary will 
not be entitled to a deduction in respect of war-time (company) tax as 
that tax will not be payable by it where the holding company has elected 
to treat the subsidiary as a branch. The overseas holding company will, 
if the Assessment Act is altered, be entitled to the deduction, but the 
concession will, normally, be profitless to it. This point should be 
borne in mind by advocates of the change in the law. 
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Exclusion of Dividends from Taxable Profit 


The definition of “taxable profit” has been altered to read as follows: 
“*Taxable profit’ means the amount remaining after deducting from 
the taxable income of the accounting period as assessed under the 

Income Tax Assessment Act— 

(a) the income tax payable in respect of that taxable income; 

(b) so much of any dividend received by a company in respect of its 
shareholdings in any other company as is included in the taxable 
income of that first-mentioned company of the accounting period; 
and 

(c) in the case of the first accounting period of a company formed 
after the thirtieth day of June, One thousand, nine hundred and 
thirty-nine, any tax payable under the law of any State on the 
income derived by that company during that accounting period.” 

With reference to paragraph (b) the Commonwealth Treasurer, in 
his Explanatory Memorandum, pointed out Clause 16 (3) in its previous 
form provided that where a holding company did not elect to have it 
subsidiaries treated as branches, so much of any dividend received by 
the holding company from a subsidiary as was included in the taxabk 
income of the holding company, should be excluded in ascertaining the 
taxable profit of the holding company. 

The reason for this was that the question of double taxation would 
arise, in that the subsidiary company would be assessed on the profits 
from which the dividend was paid and the holding company would be 
assessable on the profits which included the dividend received from the 
subsidiary. The Treasurer went on to say: “The matter of double 
taxation will also arise in other cases in which dividends are received by 
a company. In order to obviate an elaborate system of rebating and to 
avoid double taxation it is proposed to exclude dividends from the 
taxable profit in all cases. Similarly the capital employed will be adjusted 
by deleting the amount of capital invested in shareholdings in any other 
company.” 

In conformity with the exemption of dividends, the definition oi 
“capital employed” has been amended by eliminating therefrom “any 
capital, averaged over the accounting period, invested in shareholdings 
in any other company.” Also, Clause 16 (3) of the original Bill has 
been omitted, as it is no longer necessary in view of the amendment to 
the definition of ‘taxable profit.” 

Although the above amendments were made with the honest intention 
of avoiding double taxation, it will cause increased taxation in many 
instances. A company frequently takes up shares in another company, 
not primarily for the purpose of obtaining dividends, but for the more 
profitable conduct of its own business. For example, the writer knows 
of one company which, in order to obtain an increased share of the 
Australian market, was obliged to subscribe for a large number of its 
competitor’s shares, but not sufficient to turn the competitor company 
into a subsidiary. The exclusion of the dividends and the capital 
invested in the shares will cause a large increase in the war-time 
(company) tax payable by the shareholder company. 

A subscriber has suggested that where a company buys shares in 
other companies primarily for the purpose of resale at a profit, the 
cost of the shares is capable of being included in the “capital employed.” 
This view is based on the contention that the new definition excludes 
capital invested in shareholdings in any other company and that this 
connotes an “investment” in shares for the purpose of gaining dividends, 
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as opposed to the employment of capital in what is virtually the com- 
pany’s trading stock. I cannot agree with this view, as a company 
may “invest” its capital in trading stock as well as any other asset, 
whether floating or fixed. Thus, in the above circumstances, a com- 

ny’s “taxable profit” will include any profit on sale of shares but 
will not include dividends received. On the other hand, the whole of 
the capital invested in the shares will be excluded from the “capital 


employed.” This may lead to the imposition of fantastic war-time 
(company) tax on that class of company. 


Deduction of State Income Tax 

As stated in the previous paragraph, the definition of “taxable profit” 
has also been amended so as to allow a deduction in the case of the first 
accounting period of a company formed after June 30, 1939, of any 
State income tax payable on the income derived by it during such first 
accounting period . 

In explanation, the Commonwealth Treasurer states: 

“The scheme of the Bill is to adhere as closely as possible to the 
provisions of the Income Tax Assessment Act. In this connexion 
State Income Taxes paid during an accounting period will have been 
allowed in ascertaining the taxable income as assessed for income tax 
purposes. As Commonwealth income tax is not an allowable deduction 
for income tax purposes, the amount of such tax payable in respect of 
the taxable income will be allowed as a deduction in ascertaining the 
taxable profit for purposes of this Bill. 

“It has been represented that a new company would be placed at a 
disadvantage as compared with an established company in that the 
former would not be allowed any deduction in its first accounting period 
for State Income Tax, as no tax would be paid by the company during 
that period. 

“To meet this position it is proposed to allow a deduction of State 
income taxes payable in respect of the taxable income of the first 
accounting period in the case of a company formed after the 30th June, 
1939,” 

It should be observed that where a company is formed on, say, July 
1, 1939, it will be entitled to a deduction for purposes of war-time 
(company) tax in respect of accounting period ended June 30, 1940, 
of State income taxes payable in respect of the taxable income of that 
period. Assuming that the State income taxes based on income derived 
during year ended June 30, 1940, are paid during year ended June 30, 
1941, the company will be entitled to a deduction for war-time (com- 
pany) tax purposes of the State income taxes so paid in calculating its 
taxable income and thus its “taxable profit” of the second year of its 
existence. Thus it will have received a deduction for two years in 
respect of the same amount. 


Life Assurance Companies 
The Bill has been amended by providing exemption from war-time 
(company) tax of “(ab) a life assurance company— 
(i) the profits of which are divisible only among the policy holders ; 
or 
(ii) the income of which the accounting period is exempt from 
income tax by reason of Section one hundred and sixteen of the 
Income Tax Assessment Act.” 
The following is an extract from the Treasurer’s Explanatory Memo- 
randum :— 





120 THE AUSTRALIAN ACCOUNTANT OCT, 


“It is proposed to exempt the profits of a Life Assurance Company 
of the nature referred to in the paragraph. 

“The type of company covered by sub-paragraph (i) is a Mutual Life 
Assurance Society the profits of which are divisible only among the 
policy holders. These societies do not exist for the purpose of profi 
making for distribution among shareholders. They have no paid-w 
capital. The greater part of their funds is represented by the actuarig 
valuation of their liabilities to their policy holders. The Bill in it 
present form would not regard such funds as capital. These societie 
were exempt from tax under the War-time Profits Tax Assessment Ac 
1917-1918. 

“Sub-paragraph (ii) —The Life Assurance Companies covered by 
this sub-paragraph are those in which the calculated liabilities for incom 
tax purposes at the end of the year exceed the value at that date of aj 
the assets of the company. 

“To all intents and purposes such a company would be unable to mee 
its liabilities, and by reason of Section 116 of the Income Tax Asses- 
ment Act would not be required to pay income tax on the income of the 
financial year in which such conditions occur.” 

In conformity with the above concession, the definition of “capita 
employed” has been amended so as to include—“(e) in the case ofa 
life assurance company, the excess (if any) of reserves for liabilities 
over the amount ascertained as the ‘calculated liabilities’ for the purpos 
of Section one hundred and fourteen of the Income Tax Assessment 
Act.” 

In explanation, the Commonwealth Treasurer states: 

“This is a new paragraph the object of which is to treat as capita 
the amount by which the reserve for liabilities in the case of a life 
assurance company exceeds the amount of the ‘calculated liabilities.’ 

“Section 114 of the Income Tax Assessment Act prescribes the 
method of ascertaining the ‘calculated liabilities’ of a life assuranc 
company. 

“The ‘calculated liabilities’ are based on the actuarial valuation 0 
liabilities made by the company. The valuation of liabilities means: 
valuation of the amount which, together with future premiums payable 
if accumulated at the rate of interest stated as assumed in the company’ 
actuarial valuation would provide the amount required to pay in ful 
on the respective dates of their maturity the liabilities under policies 
in force on the date in respect of which the valuation is made 

“As the ‘calculated liabilities’ ascertained under Section 114 of the 
Income Tax Assessment Act are regarded as the liabilities of th 
company for the purposes of that Act, it is reasonable that the amoutt 
by which the actual reserve for liabilities exceeds such ‘calculate! 
liabilities’ should be regarded as accumulated profits of the compati 
and so treated as part of the company’s capital.” 


Adjustment of Capital Employed so as to Reflect Prescribed Value 
of Assets 


Clause 21 (6) and (7) of the original Bill read as follows :— 

“(6) Where in the accounts of a company at the beginning of # 
accounting period any asset of the nature referred to in sub 
section (2), (3), (4) or (5) of this Section appears at: 
value in excess of the value prescribed by that sub-section, tht 
capital employed shall, for the purposes of this Act, be reduce 
by the amount of the excess. 
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“(7) Where in the accounts of a company at the beginning of an 
accounting period any asset of the nature referred to in sub- 
section (2), (3), (4) or (5) of this section appears at a value 
less than the value prescribed by that sub-section, the capital 
employed shall for the purposes of this Act, be correspondingly 
increased.” 

These sub-clauses have been omitted from Clause 21 and have been 
re-inserted in their proper place, i.e., as part of Clause 21 (1) which 
now reads :— 

“Subject to S. 22 of this Act, the capital employed in any accounting 
period shall, for the purpose of this Act, be ascertained by adding the 
following amounts, namely :— 


(d) the amount by which the value prescribed by sub-section (2), 
(3) or (4), of this Section as the value of any asset to which 
that sub-section applies exceeds the value of that asset as appear- 
ing in the accounts of the company at the commencement of the 
accounting period, or, if no such value appears in the accounts 
of the company at the commencement of the accounting period, 
the amount prescribed by that sub-section ; and 


and deducting therefrom 
(i) the amount by which the value of any asset to which sub-section 
(2), (3) or (4) of this Section applies as appearing in the 
accounts of the company at the commencement of the accounting 
period exceeds the value of that asset prescribed by that sub- 
section 


It will be observed that the new provision permits the value of assets, 
which are being used by a company but which have been written out 
of its books, to be taken into account at the prescribed value in ascer- 
taining the amount of capital employed. Thus, for example, a company 
may continue to use a valuable patent bought by it but which had been 
written down to “nil” in its books prior to July 1, 1939. In calculating 
its capital employed for accounting period ending June 30, 1940, the 
company will be entitled to bring the patent to account at its cost price. 


Assets which do not Produce Taxable Profit during Accounting Period 

Clause 21 (1) as originally drafted provided for a deduction in 

calculating “capital employed” of— 

“(ii) any capital averaged over the accounting period, the income 
from which is not taken into account in arriving at the taxable 
profit or which is not being used in the production of the taxable 
profit.” 

_ This provision has been omitted and the following has been inserted 
in its stead :-— 

“(ii) any capital, averaged over the accounting period, the income 
(if any) from which is not or would not be taken into account 
in assessing the income of the accounting period under the 
Income Tax Assessment Act.” 

The following reason is given for the above alteration :— 

“This paragraph as it appears in the Bill would probably have an 

eect which was not intended. In its existing form the paragraph might 
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exclude from capital the value of any asset which was acquired specif- 
cally for use in the business but which may have been temporarily 
placed out of commission owing to unavoidable circumstances. It is noi 
desired to disregard the value of such assets in ascertaining the amount 
of capital employed. The proposed amendment will remedy this 
position.” 

The new provision appears to clash with the definition of “capital 
employed” in Clause 3, viz., “capital employed” means the capital 
employed in Australia or in a Territory of the Commonwealth ix 
gaining or producing the taxable profit. That part of the definition 
which appears in italics should be omitted in conformity with the 
above-mentioned alteration to Clause 21 (1) and the following should 
be inserted in its stead: “the income from which is or would be taken 
into account in assessing the income of the accounting period under 
the Income Tax Assessment Act.” 

What is the position where the capital is invested in an asset which 
does not, and cannot, produce any income at all, I have, of course, 
in mind, interest-free advances to the Commonwealth Government for 
defence purposes. The problem was submitted by the New South 
Wales Taxpayers’ Association to the Commissioner of Taxation who 
advised as follows :— 

“Presumably the doubt is as to whether Clause 21 (1) (ii) of the 
Bill, as it is proposed in its amended form, will operate to provide for 
the deduction of any capital so lent. As it cannot be said that the 
income (if any) of any such capital is not or would not be taken into 
account in assessing the income of the accounting period under the 
Income Tax Assessment Act, the provision referred to will not require 
any such deduction. If the capital in question were productive of 
income, there are no grounds upon which it could be asserted that it 
would not be taken into account as income.” 

I agree with the Commissioner's ruling but I think the phraseology 
might be simplified by putting it this way.—If the loan had carried 
interest, such interest would have been taken into account in assessing 
the income of the accounting period under the Income Tax Assessment 
Act. Therefore it rightly forms part of the “capital employed.” 


Insurance Companies Effecting Re-insurance with Non-resident. 

As stated in the Treasurer’s explanatory memorandum the provisions 
of Section 148 as it appeared in the Income Tax Assessment Act prior 
to 1938, an Australian insurer was assessable to income tax, as agent 
for each ex-Australian re-insurer on the profits derived by the re-insurer 
from re-insurance premiums, 

“The ascertainment of the actual profit or loss made by the re-insurer 
on re-insurance business was found to be extremely complicated, due, 
principally, to the necessity for an aggregation of all the transactions 
of each re-insurer with whom re-insurance business was conducted. 

“At the request of Australian insurers the Section as it then stood 
was repealed and a new Section was inserted providing that the 
premiums paid or credited in respect of any such re-insurance would 
not be an allowable deduction to the person carrying on the business 0! 
insurance in Australia or would not be included in the assessable income 
of the person carrying on the business of insurance out of Australia. 

“It will be seen that as a result of the new Section the Australian 
insurer is assessed for income tax purposes on premiums received it 
respect of risks re-insured with non-resident insurers, i.e., they are 
assessed on not only their own profits but also upon a portion of the 
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profits of the companies with whom they re-insure risks. The Aus- 
tralian insurance companies are not desirous of having the profit on 
such premiums excluded in arriving at the taxable profit for the pur- 

ses of the war-time (company) tax, but ask that their capital 
should be increased to make allowance in respect of the profits which 
are assessed to them for purposes of convenience but which are really 
the property of the non-resident companies. 

“It is considered that this request is reasonable and it is proposed 
fo insert a new Section to provide for this increase in capital.” 

New Clause 22A reads as follows :— 

“22A. Where a company carrying on as its principal business the 
business of insurance in Australia re-insures the whole or part of any 
risk with a person carrying on a similar business but not in Australia, 
and any premiums paid or credited in respect of that re-insurance are 
not, by reason of Section one hundred and forty-eight of the Income 
Tax Assessment Act, allowable deductions to the company for the 
purposes of that Act in respect of any accounting period, there shall, 
for all the purposes of this Act, be added to the capital employed by 
that company in that accounting period, as determined in accordance 
with Section twenty-one or twenty-two of this Act, an amount which 
hears the same proportion to that capital as the sum of those premiums 
bears to the total premiums (other than life assurance premiums) 
included in the assessable income of the company of that accounting 
period for the purposes of the Income Tax Assessment Act.” 

The new provision may be illustrated by the following example :— 


Capital employed as defined by S. 21 .. .. .. £1,000,000 
Total premiums included in assessable income of 
company of accounting period .. .. .. .. £500,000 
Premiums paid in respect of re-insurance with 
EE So ae ac aa Ne ae. ie sa £100,000 
Sum to be added to capital employed under S. 22A 
is £200,000, viz. : 
100,000 : 500,000 :: x : 1,000,000 


The deemed total capital employed will therefore be £1,200,000. 

A further, and as yet unsolved, difficulty arises in connexion with 
the tax on undistributed profits of insurance companies. The distri- 
butable income is based on the company’s taxable income, which, in 
the case of an insurance company, includes the non-resident re-insurer’s 
profits. As the Assessment Act stands the company may have dis- 
tributed three-fourths of its own profits but may still be called upon 
to pay tax on an “undistributed amount” because of the inclusion of 
the re-insurer’s profits in its taxable income. Conversely, the revenue 
may be adversely affected where the re-insurer makes a loss in any 
year of income. 


Companies Consisting of Substantially the Same Shareholders 


Mr. M. J. Pettigrove, Secretary of the Taxpayers’ Association of 
Victoria, advises that one of the Association’s members has submitted 
the following statement with which I am, of course, in complete agree- 
ment :— 

“In the August issue of The Australian Accountant—page 34—Mr. 
Gunn discusses the position of holding companies with regard to this 
Bill. He also states that there is no provision in the Bill for the joint 
assessment of companies when they consist of the same or substantially 
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the same shareholders who hold the shares in substantially the san 
proportions. 

“A precedent for the latter position is, in Federal Land Tax, wher 
companies are deemed to be substantially the same company if their 
shareholders are 75% the same. 

“The Bill provides that holding companies may ‘elect’ to have their 
subsidiaries treated as branches. Is it not inequitable that provision 
should be made thus to allow companies the right to include or excluk 
branches (in other words—reserving for themselves the most favour. 
able aspect of the tax) and yet individuals who substantially contr 
a group of companies (no one company being legally related to another 
but all under the one management) should be excluded from maki 
a similar ‘election’ as in the case of the holding companies? 

“Failing such provision being made, the companies mentioned woul 
have to submit to taxation on a set basis even though working capital 
comes from one or two sources.” 


Alternative Suggestion of Super Tax 


As stated in the September issue of the journal, the Executive 
Committee of the New South Wales Taxpayers’ Association recom 
mended a flat super tax in lieu of the proposed war-time (company) 
tax. The Association issued a questionnaire seeking the views of it 
members on this proposal. Of replies received from all classes of 
companies 83 per cent. favoured a flat super tax. The greatest numbe 
of replies favoured the alternative on the ground of its simplicity. 





Federal Tax in Instalments 


By “CrLaupivus” 


Early in August the Federal Government announced its intention 0 
introducing a compulsory system of tax by instalments deducted at tht 
source. Previously the instalment system was voluntary. Apparently, 
the intention is to deduct one-twelfth of the estimated annual income pe 
month, and to effect an adjustment at the end of the year. It is stated 
that the system may be extended to all fields of taxation. Also, th 
system will be similar to that adopted in Great Britain. 

Income tax has been chargeable in Great Britain for nearly a century, 
and had been imposed even before that. A system of deduction of taxa 
the source has been in operation there for quite a number of years. The 
principle, however, is to tax the person making the payment, such as? 
tenant or a mortgagor, at a standard flat rate of tax. The payee thu 
receives his income, less tax deducted. The Inland Revenue authorities 
set off this tax deducted against the tax otherwise payable by the payt 
in his assessment. If the amount so deducted at the standard mit 
exceeds the total tax actually payable by the payee, the excess % 
refunded to him. 

In Australia, State taxation deducted from salaries, wages, etc, § 
forwarded at regular intervals during the year, or stamps are purchast 
by the employer. As the rate of tax deducted varies with the rate 0 
pay, quite a number of calculations have to be made. 

It is claimed that the British system is easy, cheap and instrumentd 
in preventing tax evasion, as the payee is not given the opportunity, atl 
the payer generally has no reason, to attempt evasion. 





xecutive 

recom: 
mpany) 
s of its 
asses of 
number 
ity. 


ntion oi 
d at the 
arently, 
ome pet 
s stated 
Iso, the 


century, 
f tax at 
rs. The 
ich as@ 
ree thus 


1940 THE AUSTRALIAN ACCOUNTANT 125 


In Australia, the following sources of income are subject to tax at 
the source by various taxing authorities :— 

(1) Salaries, wages and allowances of employees. 
(2) Interest paid by companies to non-residents. 

(3) Interest paid by companies on bearer debentures. 
(4) Dividends paid to non-residents. 

It is doubtful whether many small amounts of income are disclosed 
by the recipients. Bank interest is a typical example. A system of tax 
at the source chargeable at a rate of tax greater than that at which the 
recipient is normally taxable should bring quite a number of sources of 
income to light. 

As stated before, it appears that it is the Government’s intention to 
have one-twelfth of the estimated annual income tax deducted at the 
source each month. This will mean that there can be no deduction at 
the rate of so many pence in the £, irrespective of the recipient concerned, 
asapplies to State taxes on salaries and wages at present. Each taxpayer 
is entitled to deductions for expenses incurred in producing income, 
concessional deductions and statutory exemption. The payer does not 
know, and the writer contends, should not know without the payee’s 
consent, the amount of these deductions. Under the proposed scheme, 
it appears that the Taxation Department will have to estimate one- 
twelfth of each payee’s annual tax and advise the payer of each payee’s 
lability each year. As hundreds of thousands of Federal income tax 
assessments are issued each year, it will involve an enormous amount of 
work in the Department. Difficulties will probably be experienced by 
payers, particularly those with large numbers of employees. Many 
persons are not taxable, although receiving more than £250 per annum. 

When a taxpayer receives income from a number of sources, will 
each payer be required to deduct a proportionate part, or will the payer 
of the greatest part of the payee’s income pay instalments based on 
the taxpayer’s income from all sources? The deduction of monthly 
instalments may prove awkward to payers of income. Except for the 
payment of accounts by a business, very few payments are made monthly. 
Salaries and wages are usually paid weekly or fortnightly, interest and 
dividends half-yearly or yearly. 

Then there is the question of secrecy of official information. One of 
the greatest barriers to the introduction of income tax was that a person 
had to disclose his private affairs to the scrutiny of the Government’s 
officers. This barrier was overcome by requiring the civil servants 
concerned to take oaths of secrecy. It seems that the existence of this 
larrier has been overlooked. If the annual tax payable is known to the 
payer, then the payee’s taxable income can be calculated. Thus the 
payer can ascertain the amount of the payee’s private expenses, since he 
already knows the gross amount of income. 

It has been suggested that the scheme will come into operation in 
january, 1941. As assessments are issued for a financial year ending 
on 30th June, would it not be better to charge a tax of one-sixth of the 
estimated annual tax for the first six months, instead of one-twelfth? 

Would it not be far better to deduct a standard rate of tax at the 
source as is done in Great Britain? It certainly would from the payer’s 
pnt of view, and it should from the Government’s point of view. It 
possibly would not from the payee’s point of view as an onus is thrown 















mhim. The rate of tax payable by companies is suggested as a standard 
rate. The deduction of tax at a standard rate from amounts of income 
paid or credited to all non-residents is strongly recommended. The tax 
deducted should be used as an instalment to pay an assessment. 
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It will, of course, be necessary for payers to give payees vouchers fo 
the tax deducted, whatever system is adopted. If a standard rate of tay 
were deducted for the whole year, a valuable check on the correctnes 
of the taxpayer’s return would be made available to the Taxation 
Department. It would also be necessary for vouchers to be checked with 
the payers’ statements of tax deducted. It is also suggested tha 
deductions of classes of payments subject to tax at the source in th 
payers’ ordinary income tax returns should not be allowed to exceed th 
amounts accounted for in his statements of tax deducted. However, the 
question of whether this should apply to wages of less than a certain 
minimtm weekly rate of pay is open to doubt. 

The use of a system in which stamps are purchased by the payer and 
handed to the payee, who in turn surrenders them to the Taxation 
Department as an instalment, is open to abuse, as stamps may ke 
transferred in spite of legal prohibition and safeguards. 

The possibility, even the desirability, of incorporation of the proposed 
Federal system of tax by instalments with the various State scheme 
will sooner or later have to be considered. As State and Feder 
Taxation Departments amalgamated soon after the introduction oj 
Federal taxation in order to overcome annoyance, overlapping and 
inefficiency, so it will probably be necessary for their instalment system 
to be amalgamated. It might be better for the State schemes of tax by 
instalments to be amalgamated with the proposed Federal system 
Taxpayers would probably be more satisfied if existing State systems of 
taxation by instalments were adapted to the proposed Federal system, 
rather than have Federal instalments tacked on to the State instalments 
Owing to the operation of different systems in each State, overlapping 
and annoyance occurs. Thus, if a Victorian wage earner goes to reside 
in New South Wales he is called upon to pay two amounts of 
Unemployment Relief Tax in one year, and in some cases, is doubly 
taxed in two years. The adoption of a uniform system throughout 
Australia would be welcomed particularly by taxpayers who move from 
one State to another. 

The introduction of a compulsory system of deduction of ta 
instalments suggested should prove a valuable check to the Government 
which relies largely on the honesty of taxpayers in a matter which is 
undoubtedly, not conducive to honesty. It would be to the advantage o 
payees to produce warrants for tax deducted, thus disclosing tha 
income from that source was received. The onus is then on th 
Department to check the warrants with income tax returns. There 
would also be a check on payers who were inclined to overstatt 
deductions. 





The Profit and Loss Forecast 


By R. A. HIcKIN, A.1.C.A. 


Last month the subject of financial planning was discussed, in relatioa 
to budgets for sales and expenses, and stress was placed upon tht 
desirability of planning the cash position month by month with equ 
care as in the case of the other budgets. It was seen that enthusiasm 
should be checked if it is at all likely to endanger the credit of tht 
business by overtrading, and that a wise policy when cash is not vey 
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lentiful is to aim for a steady turnover well within the limits of 
financial safety. 

But the ultimate objective of all business is profits. From the small 
comer grocer or tobacconist to the national manufacturing or dis- 
tributing organisation with vast ramifications and a powerful organisation 
the principle is the same. In one the proprietor, and in the other a body 
of shareholders, has to be satisfied with a worthwhile return on capital 
invested. Furthermore, the larger the business, the more necessary is it 
to ensure that its income be maintained, for in a large public company 
with thousands of shareholders and employees the results of poor trading 
and insufficient return on capital may well be disastrous, affecting many 
more concerns than the one directly interested, causing hardship and 
unemployment in hundreds of homes. Ultimately, therefore, the aim of 
business is profit. This does not necessarily mean immediate profit—it 
may be more prudent in some cases to sacrifice immediate return in 
favour of building sales volume on a lower price or by more than 
ordinarily extensive advertising. Where a concern is financially strong 
such a policy may be pursued over quite an extended period without 
causing hardship either to shareholders or employees, because dividends 
will be met out of reserves and trade will be sufficiently great to absorb 
more than the usual amount of labour. But even in such a case, it is 
ultimate profit that the management has in mind, as they feel that by 
expanding the sales volume and building an awareness of their products 
among a vaster public they are ensuring a greater return when the 
period of expansion has reached its consummation. 

The form of the Profit and Loss Account is important. It must be 
designed to give the maximum information in the clearest possible 
manner. This applies only, of course, to the Profit and Loss Account 
ued internally for administration and control—the published accounts 
are governed by entirely different considerations. Whatever form be 
adopted, it should be such as to permit of ready comparison with 
previous periods. Where there is a system of budgetary control in 
operation the Profit and Loss Account becomes doubly important, and 
the form depends upon the nature of the budgets and the scope of the 
detailed estimates. It is essential that the Profit and Loss Account be 
prepared in the same form as the Forecast, as it will be part of the 
duty of management throughout the year to compare these two sets of 
figures each time a Profit and Loss Account is made available, usually 
every month. For similarity of form leads to facility of reference and 
comparison, and this is essential if the budgets are to be a real aid to 
management. 

Almost inevitably, this leads to the use of columnar Profit and 
Loss Accounts, following the American form in common use.! The size 
of paper is the only limit to the number of columns that may be had 
provided that the form never becomes too unwieldy for convenient use. 
It is felt that the columnar form of Profit and Loss Account has a great 
deal to recommend it. For budgetary control, moreover, it is essential. 

Whatever form the Profit and Loss Account of the business takes, 
the figures should be set out in such a way as to facilitate reference and 
control, and provide readily for comparison with the budget. 

In a sense, all the preliminary budgets are directed to ascertaining 
the profit, in order to determine whether the programme envisaged will 
provide the necessary return on invested capital, to satisfy the proprietor 
or shareholders. Therefore the compilation of the Forecast of Profit 
and Loss demands the most careful attention, for the whole of the 


1. See “Progressive Managerial Reports,” The Australian Accountant, December, 1938. 
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estimates and plans made may require revision if an error is subsequently 
discovered. : 

From an accounting point of view, the Profit and Loss Account 
actually comprises two sets of figures; the first, shown in the Trading 
Account, reveals the gross profit on trading, carried to the Profit and 
Loss Account proper for reduction by the various items of overhead 
expense. Many concerns, however, have eliminated the Trading Account, 
showing in one statement, headed simply Profit and Loss Account, all 
earnings and expenses. For practical purposes it does not matter, but 
it is important that whatever the form used, the budget shall be prepared 
in a similar manner. 

Every business man makes some sort of general plan before his year 
commences. He usually reviews his results to date, enquires into weak- 
nesses or failures, profits by experience of various methods of sales 
promotion or staff control, and studies his Profit and Loss Account very 
carefully. Actually, this is budgeting simplified and reduced to a bare 
minimum. Budgetary control as understood by modern accountants 
proceeds upon the same general lines, but goes relentlessly to the bottom 
of every question, searching out the smallest details of organisation, 
earnings and expense; and having prepared estimates for the budget 
year after all such enquiries have been finalised, perfects its organisation 
to carry the plans made into effect. The ordinary business man who has 
not the advantage of a large clerical staff necessarily ignores much of 
the detail, and fixes his attention on broad enquiries only. If he finds 
that the return on his capital will be insufficient if he pursues a certain 
line of action, or if certain sales plans are realised, he revises his plans 
with the object of increasing his return. He may decide that certain 
more profitable lines could be “pushed” harder by concentrated adver- 
tising, or may take steps to reduce his overhead by keeping a closer 
watch over expenditure. The value of a carefully prepared Profit and 
Loss Forecast will accordingly be realised, for after all the objective of 
business is profit, and not primarily turnover, and if the ascertainment 
of the profit expected to arise from certain plans shows that it is 
insufficient to provide a reasonable return, steps will need to be taken to 
remedy the position. 

The detailed budgets provide two sets of figures: first, the various 
items of earnings and expense for the year; second, the breakdown 
of these into months. It follows, therefore, that the ideal Forecast 
of Profit and Loss will show figures for the months as well as the ful 
year. The first consideration, since twelve months is a convenient period 
over which to plan, is the expenses and resultant profit for the year. 
This will provide a means of reviewing the other budgets, and making 
alterations where required. 

The picture which most business men have of the statement of Profit 
and Loss is of an “Account” ; actually, although from an accounting point 
of view the statement is primarily an account, for management it should 
be prepared in such a form as to convey information rather than render 
obeisance to academic principles. Let it be known, then, as the Statement 
of Profit and Loss; when it consists of estimated income and expense, it 
becomes Forecast of Profit and Loss. For a thorough discussion of the 
service than can be rendered to management by accounts properly 
prepared, see “Accounts as an aid to Management,” by A. A. Fitzgerald, 
in the November, 1938, issue of the Accountant. 

In the present writer’s view, the Statement of Profit and Loss, as 
also the Forecast, should be drawn up vertically, commencing with the 
Sales followed by Sales deductions such as discounts, then a list of the 
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expenses, of which the first would be the Cost of Goods Sold. Only such 
amethod provides the means for expansion by adding columns on either 
side, which is so essential under budgetary control. 

A really useful ruling is with the description of the items in the 
middle of the page, with two columns on either side, as follows :— 


Statement of Profit and Loss 


Month of May one ot From Jan. Ist to May 30th 
Actual | % | Budget | % Budget | % | Actual | % 

















An extension of the above would be a third column to show the 
relevant figures for the previous year. 

So much for the Statement of Profit and Loss. The Forecast would 
take the form either of a one-column statement, or one with thirteen 
columns, the first for the year and following this the months shown 
separately. The latter form is to be preferred, for it shows clearly 
the anticipated variations in sales and expenses month by month, and 
provides a good basis for criticism of the actual results. 

When the forecast has been completed, percentages should be added, 
based on the Sales, showing the relation of the several expense groups 
to the total income. These should then be carefully compared with the 
expenses for the current year. Percentages, however, are not always 
reliable, by reason of the fact that many expenses are not directly 
related to turnover, and persist whether the sales estimates are 
achieved or not. Accordingly, the estimates themselves, as well as 
the percentages, should be compared with actual figures, and it is 
important that this be done in detail. It is expected, that, in many 
cases, the Profit and Loss Forecast and Statement will each show many 
more items than would appear on the published accounts, as full details 
of expense items are necessary for effective budgetary control. For 
instance, the item Miscellaneous Office Expense would be dissected, 
when budgeting, into its more important components, and the same 
breakdown would appear on the progressive Statement of Profit and 
Loss throughout the year. 

Where a comparison of estimates with actual expenses reveals large 
discrepancies, the detailed budgets should be consulted to explain the 
divergencies. It may be found, for instance, in relation to percentages, 
that all the expense groups are higher than usual, which on investigation 
proves to be due to a reduction in price of the merchandise. Further, 
amore than ordinarily liberal advertising appropriation may not have 
an immediately commensurate effect upon turnover, so that here again 
percentages will not be a reliable indication of the position—the details 
of the advertising programme will provide the key. 

There are certain expenses, however, which should never be allowed 
to exceed a given percentage of sales, such as certain items of office 
and general administrative expense. What may be called a reasonable 
percentage will be determined by reference to past figures, and these 
vary considerably according to the nature of the business, so that it 


c 
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is impossible here to suggest an appropriate rate for the various expense 
groups. The careful estimation of such expenses will safeguard the 
business against wasteful expenditure, and where the rate is higher 
than usual the expense budgets should be reviewed to ascertain whether 
the estimates have been made correctly. 

The next step will be to decide whether the existing plans are such 
as to provide the return required, in view of general and particular 
conditions ; and in the event that the profit is lower than usual, or less 
than is reasonable in the circumstances, the budgets will be reviewed 
with an eye to reduction of expense or expansion of turnover. Should 
the contrary indication prevail, it may be found that the sales estimates 
have been unduly optimistic, or the expenses unreasonably pared with 
the object of showing a good return, or of heightening the advantages 
of some suggested means of sales promotion. An unusually high profit 
estimate should be viewed with suspicion, and an exhaustive enquiry 
made to ascertain the true position. 

lf a full examination of all relevant figures demonstrates that the 
budgets represent the actual figures as nearly as they can be estimated, 
and dissatisfaction with the estimated profit still remains, it may bk 
necessary to cut down expenses in those departments where such 
action will not have an adverse effect upon the progress of the concern. 
The action that should be taken in such circumstances will depend 
upon actual conditions, but care should be taken to ensure that really 
necessary expense is not unreasonably cut, reducing the budget toa 
level that would represent merely wishful thinking instead of scientific 
estimates. Perhaps a revision of the sales programme is the most 
logical procedure in such circumstances, for modern business provides 
many novel means of sales promotion. An important consideration, 
however, is whether the additional expenditure required to expand the 
sales to the figure required could be justified, for every plan in regard 
to sales promotion should be viewed from the profit angle, and a 
decision made only after this factor has been thoroughly weighed. 

The possibilities of turnover expansion will have been investigated 
when compiling the sales estimates, and for further discussion of this 
matter the reader is referred to earlier articles, dealing with the sales 
budget.2 How far adverse factors may be modified by careful adver- 
tising will depend largely upon the skill of the advertising department's 
personnel. It is the concern of the budget officer, in collaboration with 
the sales manager, to determine whether all possibilities of turnover 
expansion have been considered in the formulation of the estimates, in 
view of the profit result shown by the Forecast of Profit and Loss, 
since this is the final criterion by which the value of the business is 
judged. 

Briefly, it may be reiterated that the result of a low profit forecast is 
to turn attention to the several subsidiary budgets of sales and expense, 
to decide upon their accuracy and reasonableness in the light of 
expected conditions. Should it be found that no material alterations 
can be made without embarking on an unduly optimistic programme 
which is incapable of fulfilment, the business man will have to decide 
for himself what should be done. On the other hand, an unexpectedly 
high profit percentage on sales should occasion a careful re-check of the 
estimates both of turnover and expense, as it may be that a to 
optimistic attitude has been taken throughout the period of preparation 


of the budgets. 


2. The Australian Accountant, July and September. 1939. 
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Central Register of Accountants 
New Soutu WALES 


The scheme of assisting the Departments of the Navy and the Army 
in Sydney by means of the voluntary services of members of the several 
accountancy Institutes has now been in successful operation since the 
middle of August. 

Questionnaires, which were issued to all members of the participating 
Institutes, were to be returned by July 31 and within seven days from 
that date the Central Register for the State was compiled. A week 
later services in an honorary capacity were being rendered to both the 
Navy and Army and to date 150 qualified accountants are working, in 
most cases in the evenings, on a roster system, which is by no means 
arduous. 

The work, in the main, is internal auditing, but in certain branches 
duties in connexion with costing of contracts and stock-taking is being 
undertaken. 

So far 900 completed questionnaires have been returned and of these 
600 represent qualified men who have signified their willingness to 
undertake honorary duties in the metropolitan area. 

It is considered that many more completed questionnaires can still 
be expected from the younger men. Those who have not yet done so 
are asked to return their forms (to the Secretary, 6 Wynyard Street) 
so that the work may be spread over the full field of available labour. 

In the majority of cases the roster system involves either two or three 
consecutive evenings’ work (7 p.m. to about 9.45 p.m.) once in every 
three or four weeks. In odd cases stock-taking duties have involved 
week-end work, whilst in one Department several groups work one 
evening a week for several weeks on end. 

Those who have yet to return their questionnaires should, if possible, 
indicate the three (or, failing three, then two) consecutive evenings on 
which they are prepared to serve. Although week-end work is rare, 
aailable week-end time should be stated in case it is asked for in the 
future. 

The Register has not yet been called upon to assist in finding accoun- 
tants for full-time (remunerated) positions. 

The Secretary states that an excellent spirit of goodwill and co-opera- 
tion exists between the officers and officials of the Navy and Army and 
the voluntary workers supplied per medium of the Register. Where 
necessary, transport is provided by the branch concerned and in all 
cases the several branches have expressed their appreciation of the work 
executed so willingly. The Committee expresses to those now on the 
roster of work its thanks for the willing and enthusiastic manner in 
which all, when called upon, have undertaken the duties allotted to 
thm. With so many of the younger men undergoing military training 
itis obvious that some of the senior accountants must be asked to under- 
take other grades of work. The fact that it is not always possible to 
allot the calibre of work associated with an individual’s ordinary occupa- 
tion has not affected the spirit of the organisation and the thanks of the 
organisers is extended to those who are participating for their co-opera- 
tion in this important war effort. 

VICTORIA 


Members of the accountancy profession in Victoria have responded 
generously to the call for national service. As a result, valuable assis- 
tance has been rendered to the Departments of the Navy, Army and Air, 
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and also to the Defence Branch of the Commonwealth Audit Depart 
ment. 

In response to the circular issued in July, 600 metropolitan and 10) 
country members offered voluntary services. Towards the end of Augus 
nearly 300 metropolitan members were working one or two nights regu- 
larly each week. It appeared that more assistance would be required 
than was then available. The Committee decided, therefore, to ask 
members who had not previously registered to give the matter further 
consideration. In response to the second circular issued on August 3, 
a further 250 metropolitan and 40 country members indicated their 
willingness to assist in a voluntary capacity. A feature of the replies 
received to the second circular was that a large number of member 
are already engaged in work of national importance. 

The second circular stressed the fact that, on account of the enlist 
ment of many of the younger members, senior members were being 
called upon to perform routine work. Members have accepted this 
position cheerfully as one of the inevitable consequences of war. Asa 
result, it has been possible to meet all requests for assistance which 
have so far been made. 

Most of the work undertaken has been of an internal auditing nature 
In two places members are assisting with the writing up of records, 
and in another place a team is checking accounts for payment. Comp- 
tometrists are used in cases where additions and calculations are exten- 
sive. The procedure for the acceptance of tenders in respect of certain 
contracts is being reviewed by a small team of principals of accountancy 
firms. Several senior members have been consulted on office systems 
and intricate accounting problems. 

The classification of accounting services has enabled full use to be 
made of the specialised experience of members. Where the work is 
of an auditing nature, the services of audit clerks are utilised. For 
ordnance work members engaged on accounting associated with pur 
chasing and stock records are called upon. Bank clerks are also making 
useful contributions. An interesting combination of services was mate 
available for the checking of production plan records in a technical 
branch. The team consisted of four audit clerks and three accountants 
engaged in specialised classes of work—one had a knowledge of timber 
calculations, another of sheet metal calculations and the other of general 
engineering calculations. 

Wherever possible teams are formed for each particular branch o! 
work. A supervisor is appointed for each team. He relieves permanent 
officers of the task of instructing members added to the team from time 
to time, and keeps the Secretary of the Register informed of variations 
in requirements and of the attendances of members. The usual prat- 
tice is for members to work on one or two nights (mostly the latter) 
each week. 

Several letters expressing appreciation of the services rendered have 
been received from the Departments concerned. It is pieasing to note 
that in one place where 148 members attended for a total of 1,02! 
sessions of three hours each, the work is now up to date, and the 
permanent officers are able to carry on without assistance. Whils 
members were assisting the Department with a heavy “peak” and with 
back work, it was able to build up its permanent staff and improve th 
facilities for handling the increased volume of records. 

As these notes are going to press, arrangements for the honorary 
audit of Air Force canteens throughout Australia are being discussed. 
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THE AUSTRALIAN ACCOUNTANT 


Planning the Peace 


By S. J. BuTLIN, B.Ec., M.A. (CANTAB.) 
(Lecturer in Economics, University of Sydney) 


(A resumé of a Lecture delivered to the Commonwealth Institute of 
Accountants, Sydney) 


There are three types of peace planning, all of which are relevant to 
the present situation :— 

(a) Plans of the “never again” type, aimed at identifying cause(s) 
of war, and then removing or neutralising them. 

I might compare the League of Nations with this type of planning. 
The League was based on the simple theory that wars are due to 
culpable aggression and could therefore be stopped by united force. 
Note that the League of Nations’ plan was half-hearted and inconsistent. 
The Powers agreed to forego war as an instrument of national policy, 
but retained concepts of nation and national interests. While the 
sovereign state remained, with the doctrine that such a state was above 
the law and the best judge of its own national interest, there was 
implicit the acceptance of the view that such a state might use force to 
protect or advance its interests as it saw them. From this, to the reten- 
tion of the national armaments and to war as an instrument of national 
policy were short steps—all the rest of the sorry history of the last 
twenty years followed. 

Because of this, the dominant peace plans of this first type have so 
far been based on the notion of the partial abolition of national sovereign 
states—e.g. Streit’s “Union Now,” or a United States of Europe. 

Peace planning of this first type must of necessity be speculative, e.g. : 

(i) It assumes a certain kind of end to the war—that the Allies win 
decisively ; 

(ii) It rests upon converting a sufficient body of opinion to over-ride 
the firmly entrenched vested interests which will lose by such a 
policy, and will therefore resist it. 

Of this more anon. 

(b) The second type of peace planning is based upon prediction of 
the conditions which will exist when the war ends and of the 
problems of a reversion to peace, e.g. : 

(i) A peace slump; 
(ii) Problem of transition from war to peace economy. 

This sort of planning obviously has its feet on the ground and can 
proceed to a much greater degree of detail and specific decision. 

(c) Closely bound with the first and second is a third type of plan- 
ning, that which tries to design war measures with a view to their 
effect on the after-war world. 

This sort of planning is inescapable—the only choice we have is to 
recognise that it can be done, or to take decisions on the basis of war- 
time urgency alone, and ignore the inevitable post-war effects. 

Comprehensive direction of war measures with an eye to peace 
clearly must be based upon a general plan of the first type—some view 
of what sort of world we want after the peace; and also it must be based 
upon some sort of view of what will happen during and after the war, 
partly because these events will determine what is possible, partly 
— these events may be offset or encouraged by this third type of 
planning. 
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PEACE TERMS 


All the discussions of various forms of federation, and pleas for a 
statement of war aims fall into the first class of planning. 
(a) War Aims 

The demand for a statement of these is thoroughly unrealistic. It 
assumes that the normal democratic process works in war as it does 
in peace, i.e. : 

(i) Statement of policy (war aims) by Government. 

(ii) Criticism and discussion by voters; and by other countries, 

(iti) Modification by Government. 

(iv) Acceptance as national policy. 

War is a denial of Democracy in the international sphere, and there- 
fore a demand for war aims is either irrelevant or dangerous. Para- 
doxically, what I want is that people should be anxious about the 
subject, but that the Government should not accede to the demand. For 
it is from popular concern about the terms of peace that a good peace 
may come. 

(b) Federation 

The general argument of Streit’s “Union Now” is that the Demo- 
cracies should form a loose federation having one function—foreign 
policy. The theme is incredibly naive and surrounded by numerous 
difficulties. 

Federations are based upon a simultaneous conflict and unity of 
interest. Streit’s proposal was for an enduring federation based upon 
the temporary coincidence of interest in opposing Hitler (in fact, this 
seems to have been his definition of a democracy). 

Consider some of the readjustments involved—what would be the 
basis of representation? How would the 140 millions in U.S.A. count 
against the 40 millions in Britain, and the 350 millions in India? Con- 
sider also trade relationships, Ottawa and Imperial preference, and 
Immigration. Who will decide the foreign policy of the Union? 

A “United States of Europe” seems a more promising field, for here 
there is a genuine, permanent unity of culture, of economic interests and 
at the same time adequate clash of interests. 

Again the same difficulties emerge but on a lesser scale, intensified 
by hostilities of war, and vested economic interests built up during the 
war. 

The position may appear hopeless, but who can forecast the revulsion 
of feeling when peace comes? In the long run there must be a federal 
Europe. Supporters here are on safe ground. Therefore, any propa- 
ganda for it is on the side of the angels. They might aim at exploiting 
peace feeling by immediate establishment of Federation with functions 
of (a) defence, and (b) reconstruction. 

Under (a) the aim should be to get armaments away from national 
control before reactionaries can get their breath. 

Under (b) common action and common policy may build up new 
unity. 

A Peace SLuMP 

If we assume either an indecisive peace, or a peace with one side still 
organized and victorious, then there will be all the material of a serious 
slump. 

During the war there is an enormous Government demand for the 
thousand and one things required for war. For the duration of the 
war there is a boom; with the end of the war there will be a slump if 
peace is greeted by a shutting off of this Government demand. 

It is true that there may be a temporary fillip because private con 
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sumption, repressed during the war, will expand, but it cannot expand 
enough to counteract the reduction in military expenditure. There may 
therefore be a short interval like that in 1919-1920, before the slump 
really gets under way. 

If it is to be avoided, then the level of monetary demand, the total 
spending by the Government and individuals must be maintained. 

If nothing better can be planned in advance then it would be worth 
while continuing to produce munitions and other useless things, to hold 
up demobilisation of the army. 

Ideally, international co-ordination of a public works programme to 
start with the peace, would be best. It may be possible to achieve 


| co-ordination on the side of the Allies. In any case it is not necessary 


to wait for a peace treaty to be thrashed out over months, or for other 
countries to take action. Action by one country can be planned at any 
time. 

There is not much to be learnt about public works in a slump; it is 
simply a matter of applying experience gained in the Great Depression 
of 1929. 

But remember that the choice of works, their scale, and means of 
finance, can be linked up with the second peace problem, that of transi- 
tion from a war to a peace economy. 


TRANSITION TO PEACE 


In 1919 there was much talk of reconstruction, of getting back to pre- 
war. But there is no such problem. It is not a question of returning 
but of going forward. 

The transition from a war to a peace economy is not a simple reversal 
of the process now going on, of changing over to a war economy. It will 
be a new kind of economy to which adjustments will have to be made, 
not a return to September, 1939. 

The shape of the new world is barely beginning to emerge, and how 
much change there will be necessarily depends on how long the war 
lasts, and what the manner of its ending is. So far the course of the 
war has not provided much of a basis for confident prediction, but 
something can be outlined :— 

(i) International trade will be a very different affair. In all 
belligerent and neutral countries, it has already been subjected to far- 
reaching control. 

Behind that control is going on a reshuffle of the direction and 
composition of trade. We, e.g. are shut out of some neutral markets, 
and have cut ourselves out of others in order to supply Britain. It 
would be silly to imagine these markets can be recovered in full, and 
after a long war probably little can be regained. 

Similarly, imports are being excluded from Australia and to a large 
extent are being replaced by local production. These new industries 
must be regarded as permanent. 

The change in Australia’s trade will be paralleled all over the world 
—a greater approach to self-sufficiency and great changes in the direc- 
tion of trade. Trade, we can be sure, will be largely determined by 
quotas. 

(ii) Internally this will mean an industrial reshuffle. What will 
happen to Australian wheat, wool and fruit? 

(iii) Similarly, the demand repressed during war will increase, but 
in new directions. 

(iv) A greater proportion of the population will be dependent, e.g. 
injured soldiers, their dependents, and injured civilians. There will be 
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an older population partly because of deaths but also because of the 
accentuation of the birth-rate trend. 

(v) The whole enormous problem of transferring men and equip. 
ment out of war industries. 

(vi) Retention of many controls is certain. A sensible government 
will apply war experience to running a completely planned economy, 

But will we? 

PLANNING Now 

I have indicated some of the planning for peace which can be carried 
on after the war. But what is possible then depends largely on how 
the war is managed now, and sense dictates choosing methods of 
organising our war effort which will minimise our after-war problems 
and assist in whatever sort of peace plans we decide to follow. 

This is such a large subject that examples only can be given :— 

(i) The time to start a motor-car industry is when the war ends 
and aeroplane production falls off ; 

(ii) Location of new industries ; 

(iii) Import replacement. Do we (a) expect, (b) want, to have 

to cut our exports? 

(iv) Export policy. Do we, e.g. want high wool prices at the cost 

of encouraging substitutes ? 

(v) Building up of monopolies by price control, purchase methods, 

use of trade associations in controls, etc. 

(vi) Choice of industries to restrict. Should we, e.g. cut down on 

education, health, housing ? 

In all these and other directions, no doubt the needs of war must 
be paramount, and the way of doing things chosen which most helps 
the war effort. But whatever way is chosen will mean post-war results. 
Within limits these results are subject to present control. 





Functions of Department of Munitions 
and Delegation of Powers 


By notice published in the Commonwealth Gazette No. 105 of June 
12, 1940, the new Department of Munitions was established. The 
following National Security (Munitions) Regulations were made 
under the National Security Act, 1939. 


FUNCTIONS OF DEPARTMENT OF MUNITIONS 


The Department shall deal with the following matters :— 

(a) The manufacture, acquisition, provision, and supply of munitions 
and all matters incidental thereto; 

(b) Factories and establishments purchased or established or deemed 
to be established in pursuance of the Supply and Development 
Acts, 1939; and 

(c) Any other matter specified by the Governor-General to be a matter 
to be dealt with by the Department (Reg. 3). 

The Commonwealth Gazette No. 188 of September 10, 1940, pub 
lished the following regulation :— 

“Pursuant to Regulation 3 (c) (quoted above), matters relating to 
arrangements for ascertaining costs and for the control and limitation 
of profits in relation to the production of munitions have been specified 
as matters to be dealt with by the Department of Munitions. The 
Minister for Munitions has delegated to E. V. Nixon, Esq., all his 





OCT. 
Of the 
equip- 
rnment 


ly. 


carried 
mn how 
ods of 
oblems 


ir ends 


o have 
he cost 
ethods, 
wn on 
r must 


t helps 
results. 


nitions 


leemed 
pment 


matter 
), pub- 


ting to 
itation 
ecified 
. Te 
all his 


1940 THE AUSTRALIAN ACCOUNTANT 137 


powers and functions under the above regulations in relation to such 
matters. 

Regulation 2 of the National Security (Munitions) regulations 
defines “munitions” as meaning “armaments, arms, ammunitions, 
weapons, vehicles, machines or aircraft, and includes the materials 
necessary for the production of those things and also includes such 
things of whatsoever kind as the Minister, by order, declares to be 
munitions.” 





Some Notes on Dividends 
N.S.W. Companies Act 
By H. JAcKSON, A.A.L5S. 


A dividend may be defined as the return on the investment of capital 
inacompany. It is derived from the Latin word “dividendum,” meaning 
that which may be divided or shared; and a dividend is a share in the 
distribution of the profits of a company. It is a right that accrues to 
every member of the company immediately upon declaration, subject, of 
course, to the general provisions of the Articles of Association. 

The management of a company is vested.in the Board of Directors, 
and the directors cannot be compelled to recommend a dividend, either by 
individual shareholders or by the shareholders acting as a body. This 
applies even though profits may be available. Buckley, L.J., said: 
“Directors are not servants to obey instructions given by individual 
shareholders.” 

The right to participate in the distribution of a dividend accrues only 
when the dividend is actually declared; and it is a right that belongs to 
all the registered members of the company. No person, other than a 
member, has the right to participate in the distribution of profits by way 
of a dividend. This does not apply to any person who may have an 
interest in shares by reason of the death or bankruptcy of a member; 
or to any person who has an authority authorising him to collect any 
dividend that may be payable to a specified member. The member 
desiring that his dividends be paid to some other person would have to 
lodge a declaration, authorising the payment, with the company, and this 
is always subject to any provisions that may exist in the Articles of 
Association. 

The representative of a deceased member may apply to the company 
to have the shares of such member transferred to him in his own name, 
in which case he becomes personally liable for all calls, with the right 
of indemnity against the estate, and is entitled to receive all future 
dividends declared. On the other hand he may allow the shares to remain 
in the name of the deceased shareholder, and in these circumstances the 
éstate is liable for all calls and will receive all dividends. 

Unless the Articles give the directors actual power to declare dividends 
their authority is limited to recommending the rate to be paid, and the 
resolution of declaration is passed by the shareholders in general meeting. 
This is the usual procedure adopted by companies. The shareholders 
cannot, however, declare a higher dividend than that recommended by 
the directors. They may, if they so desire, declare a lower one. Needless 
to say, this would be a rare occurrence in actual practice. 

Absolute power of recommendation is vested in the directors, and the 
shareholders cannot interfere to force a recommendation, even if profits 
are actually available. In practice, however, directors will inevitably 
recommend a dividend when funds are available; after appropriating 
sufficient sums to the various reserves existing to maintain the financial 
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strength of the company. The shareholders if dissatisfied have the 
remedy in their own hands: by changing the board of directors in 
accordance with the provisions of the Articles. 

The nature of the class to which the shares belong has a large 
bearing on the matter of dividends. 

Ordinary shares are those which have no special rights or privileges 
in respect of dividends. They are entitled to the rate of payment that 
may be declared each year. 

Preference shares are those shares which have a specified priority over 
inferior classes (ordinary shares), and they may be divided into two 
groups: cumulative and non-cumulative preference shares. 

Non-cumulative preference shares carry a fixed rate of dividend, 
and if there are any arrears owing to the non-declaration of a dividend, 
they do not accumulate and become payable out of future profits 
Cumulative preference shares are exactly the opposite; the arrears 
accumulate from time to time, such arrears being payable when profits 
are available, in priority to dividends on inferior classes. For instance, 
suppose the cumulative preference shares of a company carry the fixed 
rate of 6%, but the profits for the year allowed of the payment of 
4% only. There are arrears of 2%, and when the next dividend is 
declared the 2% will be paid first. 

Every preference share is cumulative and non-participating, unless 
specifically provided otherwise. By “non-participating” is meant that 
these shares cannot participate or share in surplus profits, after receiving 
their fixed rate of dividend. It may be provided, however, that preference 
shares shall participate in surplus profits at a specified rate, or share such 
surplus on an equal basis with other classes. 

A company may make several issues of preference shares with 
priorities amongst themselves. Thus, an issue may be made of 6% first 
preference shares and 6% second preference shares. Should the 
profits allow of the payment of 6% on the first preference, but only 
4% on the second preference, the question arises as to what priority 
the 2% arrears on second preferences has as regards future dividends. 
Are these 2% arrears payable in priority to the next dividend on the first 
preference shares? The answer is No! The priority of second 
preference shareholders exists only in respect of shares with inferior 
rights ; and is secondary to the rights of first preference shareholders. 

Under the New South Wales Act, a special class of share, called 
Workers’ Shares, may be issued, unless the Articles of Association 
expressly prohibit such issue. The shares can be issued only to 
employees of the company. The Act provides that the holders of such 
shares shall be entitled to share in the profits of a company in such 
manner and to such extent as is set out in the Articles of Association. 
Further still, a company may issue capital shares to the holders of 
workers’ shares, in payment of a dividend, if the Articles so authorise. 

The matter of dividends is a very important one, and a great ded 
of responsibility is thrown on the directors, to ensure that the provisions 
of the Act have been complied with. The volume of case law a 
dividends is considerable and some very important decisions have beet 
reached, which must command the attention of the directors. The 
following is a brief summary of the more important matters :— 

(1) Dividends may be paid only out of profits. As to what actually 
constitutes profits is a very contentious point, and the law does no 
give anything definite on the matter. It is determined by the particulat 
circumstances of each case and the nature of the business. (Lee #. 
Neuchatel Asphalte Co.: Re National Bank of Wales.) 
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(2) Dividends cannot be paid out of share capital. In the case of 

Verner v. General and Commercial Investment Trust, it was stated 
that: “Capital” means money subscribed pursuant to the memorandum, 
or what is represented by that money. The onus is on the directors to 
show that dividends have been declared out of actual profits. (Rance’s 
Case.) 
(3) Dividends cannot be paid to the detriment of the company’s 
creditors. The capital of a company is the fund on which the creditors 
rely for payment, in the event of liquidation, and this fund must be kept 
intact ; it cannot be returned to members by way of a dividend. In any 
scheme for the reduction of capital, which involves the refund of paid-up 
capital to members, the consent of the creditors must be obtained. The 
directors have a personal liability to refund any amount wrongly paid 
out asa dividend. (Flitcroft’s case.) 

(4) A dividend may be paid out of capital profits if: 

(a) The Articles of Association authorise such payment; 

(b) The profit is realised and not a mere book entry created by 
writing up assets; 

(c) The profit exists after an honest revaluation of all the 
assets and liabilities of the company. (Foster v. New Trini- 
dad Lake Asphalte Co. Lid.; and Lubbock v. British Bank 
of South America.) 

Capital profits are those profits made on the sale or transfer of any 
of the fixed assets of the company. 

(5) Unless the Articles provide otherwise, a dividend may be 
declared out of revenue, without making good previous capital losses. 

(6) Dividends may be declared out of the current year’s profits, 
without considering any debit balance on profit and loss account. 
(Ammonia Soda Co. v. Chamberlain.) 

(7) Secret reserves may be used for the payment of a dividend, as 
shown in the decision in the case of Stapley v. Read Bros. Ltd. 

It will be seen from the above that the main considerations are that 
capital must be safeguarded and that actual profits must be available. 
As far as losses are concerned, the prudent course is to carry them 
forward and use subsequent revenue to write them off. It would be 
very unsound to declare a dividend out of current profits, without some 
provision for losses that had been made. 

Any well-drawn set of Articles should make full provision for the 
declaration and payment of dividends. The rules and regulations must 
be carefully constructed, in order to avoid any confusion that may 
otherwise arise; and particular attention should be given to the issue 
of bonus shares. The power to issue bonus shares in payment of a 
dividend declared must be expressly conferred on the directors. The 
board has no inherent right in this respect, as a dividend must be paid 
in cash, unless provided otherwise. 

There is an important matter relative to interim dividends that war- 
rants some mention. It is usual for the Articles to authorise the 
directors to pay interim dividends of such amount and at such times as 
they see fit, but unless the power to declare dividends is expressly given 
to the board, interim dividends do not constitute a dividend declared, 
and they must be ratified by the shareholders in general meeting. 

Table A of the Companies Act of New South Wales makes certain 
provisions in respect of dividends. They are as follows :— 

(1) The company in general meeting may declare a dividend, but 
no dividend shall exceed the amount recommended by the directors. 

(2) The directors may from time to time pay to the members such 
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interim dividends, as appear to the directors to be justified by the 
profits of the company. 

(3) No dividend shall be paid otherwise than out of profits. 

(4) Subject to the rights of persons, if any, entitled to shares with 
special rights as to dividends, all dividends shall be declared and paid, 
according to the amounts paid on the shares, but if and so long as 
nothing is paid up on the shares in the company, dividends may be 
declared and paid according to the amounts of the shares. 

(5) The directors may, before recommending any dividend, set aside 
out of the profits of the company, such sums as they think proper asa 
reserve or reserves which shall, at the discretion of the directors, be 
applicable for meeting contingencies, or for equalising dividends, or for 
any other purpose to which the profits of the company may be properly 
applied, and pending such application, may at the like discretion, either 
be employed in the business of the company, or be invested in such invest- 
ments (other than shares of the company) as the directors may from 
time to time think fit. 

(6) If several persons are registered as joint holders of any share, 
any one of them may give effectual receipts for any dividend or other 
moneys payable on or in respect of shares. 

(7) Any dividend may be paid by cheque or warrant, sent through 
the post to the registered address of the member or person entitled 
thereto, or in the case of joint holders to any one of such joint holders 
at his registered address, or to any such person as the member or 
person entitled or such joint holders as the case may be, direct. 

Each cheque or warrant shall be made payable to the order of the 
person to whom it is sent, or to the order of such other person as the 
member or person entitled or such joint holders as the case may be, 
direct. 

(8) No dividend shall bear interest against the company. 

A dividend declared is not a right attaching to the transfer of shares, 
such right applies only to future dividends declared after transfer. 
Where shares are transferred either cum.-div. (and this is always the 
condition of sale unless otherwise stated) or ex-div., the company will 
pay the dividend only to the person who is registered as the holder of 
the shares, at the date of declaration. The transferror and the transferee 
must settle any difference between themselves. 

Dividends unclaimed for one year must be paid into the Treasury, 
as they are within the ambit of the provisions of the Unclaimed Moneys 
Act. The company is relieved of responsibility, and any person claiming 
must make application direct to the Government official concerned. The 
Act prohibits a company from including in its Articles any clause giving 
it the power to forfeit dividends, which as specialty debts may bk 
claimed any time within twenty years from the date of declaration. 





The Cost Accountant’s Contribution 
to the War Effort 


The following article appeared in the June-July, 1940, issue of “The 

Cost Accountant,” the official journal of the Institute of Cost and Works 

Accountants, England. The article should be of particular interest to 
Australian cost accountants at the present juncture. 

Since its formation 21 years ago, the Institute has aimed at obtaining 

recognition of the specialised nature of costing technique. This recog 

nition has been sought not merely for the upraising of a new professi0 
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and the consequent benefit to its members, but for the greater benefit 
of the community. The days when “rule of thumb” methods sufficed 
have been left far behind, and with the increased complications of the 
industrial machine, coupled with new scientific discoveries, the need for 
costing has become intense. 

In the present national situation, legislation has not been lacking, 
aimed at preventing a repetition of profiteering, which was so prevalent 
during the war of 1914-18; cost accounting has been called in to aid 
in its prevention and detection. But cost accounting does more than 
this. It provides not only a tool of management for the ascertainment 
of true and exact costs, but also a yard-stick for measuring the produc- 
tive efficiency of any industrial organisation or unit of production or 
process. The application of sound cost organisation effects increased 
and more efficient production, and it is this aspect which makes costing 
an invaluable contribution to the national war effort. 

It is not, therefore, surprising that the demand for cost accountants 
has been considerable. The Government’s task of organising cost 
investigations has not been an easy one, but the Institute has played 
its part in providing as many cost accountants as industry could spare. 
That there is a demand for even greater numbers is obvious from the 
“orders” received from Government departments by the Central Regis- 
ter, but in considering these demands, the needs of industry, and 
especially the war industries, must not be overlooked, for the main 
function of the cost accountant is that of direct action in the factories 
of the producing units. 

From the Government angle, provision has already been made, such 
as the 100 per cent. Excess Profits Tax, to prevent profiteering. There 
may be isolated cases, but in general the loopholes have been limited 
and made more than ordinarily difficult. Nevertheless, Government 
cost investigation is still necessary, and it is encouraging to hear from 
official quarters that throughout the country there has been a great 
measure of co-operation between members of the Institute employed 
by the manufacturing firms and the costing investigators concerned with 
the fixing of prices for contracts under various Government depart- 
ments. It must be remembered that the dearth of cost accountants must 
mean that some of the costing investigators may lack the advantage 
possessed by cost accountants of years of training and experience in 
industry, and it is here that a great national service can be rendered by 
members, in giving the Government cost investigators all the help they 
can, to make their investigations easy and effective. There can be 
no divided loyalty in this respect. Cost accountants can do much in 
facilitating the fixing of fair prices for contracts and in aiding the most 
economical lay-out and expeditious delivery of the goods needed. 

To meet the demand for qualified cost accountants in industry the 
Minister of Labour and National Service has, in the recently issued 
Schedule of Reserved Occupations, given due recognition to the quali- 
fication of membership of this Institute by lowering the age of reserva- 
tion from 30 to 25 for cost and works accountants who are members 
of the Institute. This official acknowledgment of the value of the 
Institute’s qualification places an added responsibility upon the shoul- 
ders of all members. It is in no sense of aggrandisement that we make 
this statement, but rather as an urge to all members to maintain the 
high standard of professional performance, which has contributed so 
much to this official recognition. 

There never was a time when the motto of the Institute—Probitas 
Accuratio; Justitia—was more appropriate than to-day. 
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It is easy to declare by regulation a certain price for a particular 
commodity, but harder to ensure that it will be observed, and harder still 
to prevent unexpected and unwanted results. 

Before making up our minds whether price control is a good thing, 
it will be of some value to decide what work a price system does and 
how it does it. 

The chief function of price is to ration scarce supplies. Until the 
millennium arrives, and there is as much of everything as everyone wants, 
this has to be done in some way; and the price system does it very 
efficiently. Whether it does it justly has to be decided on totally different 
grounds, and it only confuses the issue to introduce this consideration 
here. Suppose there are a hundred bags of potatoes available, and a 
hundred people each have a £1 for buying potatoes, then everyone will 
get a bag. But if the supply is reduced to 50 bags, then clearly, fifty 
people must go without. This can be done by raising the price to £2 
per bag, and this, in fact, will be done in the market. Giving the people 
without potatoes another £1 will merely raise the price to £3, as there 
will still be only 50 bags of potatoes, and £150 to buy them. 

Another method of distributing potatoes would have been to fix the 
price at £1 per bag, and allow each person to buy only half a bag. 
This seems easy enough to do with potatoes, but is a different matter 
when thousands of articles have to be rationed. Imagine, for example, 
rationing tooth-brushes, and fixing the ration at, say, four per year. 
This ration would not be taken by some people, and there would be 
tooth-brushes unsold; while, at the same time, people who clean their 
teeth three times a day, would not be able to get enough. Another 
complication comes from the fact that good tooth brushes last three 
times as long as inferior ones, and the people who could afford 3/6 
per brush would get really three times as many brushes as those who 
pay only 1/- per brush. It is probable, also, that manufacturers would 
concentrate on producing 3/6 brushes, and no shilling brushes would 
available for poorer people; that is, their ration card would be of no 
value to them. 

It must be said, however, that rationing basic foods, and clothes, 
especially in war-time, is not nearly so difficult as dealing with luxuries 
and semi-luxuries ; and it may be good policy to ration the former, and 
leave the latter to the full play of competition. 

It may be added that economists have collected a large amount of 
useful information in the past ten years, and that the Australian Price 
Commissioner is a particularly able economist. 

The price system, also, decides which goods shall be produced and in 
what quantities. If a price is profitable, producers will continue to 
produce it ; and if it is very profitable, more producers will be encouraged 
to start. This, of course, is desirable, as the high price shows that a 
number of people want the commodity very particularly. If a low price 
is fixed, it may not pay a number of producers to stay in that business, 
and supply may drop off to an undesirable extent. 

In Germany, during the last war, the price of bread was fixed very 
low. The result was that a large acreage of wheat-land went out o 
production, and it became more profitable to feed wheat to cattle than 
to sell it to the millers. The shortage of supply drove the price of bread 
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toa higher level than it had been before. If an attempt had been made 
to keep the price at too low a level, many buyers would have been 
willing to bribe the producers with a higher price, so that they could 
get the supplies they wanted. 

Something similar happened in Australia, when the low price fixed 
for butter drove some dairymen to other kinds of farming. The supply 
of butter became so scarce that the Commonwealth Government was 
forced to import butter from America. Some of this arrived too late, 
and had to be re-shipped to London at a loss. It may be seen from 
this that the mere fixing of prices is not enough, and that, to make it 
successful, wide-spread planning is necessary. 

If the price of saucepans is fixed, the price of iron-ore, the wages of 
miners, iron-workers, and shop-assistants, taxes, and freights must also 
be fixed, or not enough saucepans will be produced. The problem, 
however, is not nearly so difficult as it appears to be when stated as 
baldly as this. 

It may be mentioned in passing that the price system decides what 
occupations are profitable, and thus decides the occupations of most of 
us. Price control may, therefore, lead to a change in occupations among 
the different classes. When price control was first imposed in Australia 
at the beginning of this war, it had to be decided whether cost price 
should be the price that was actually paid for the goods, or the price 
it would take to replace them. Representatives of consumers urged that 
it is unreasonable to allow a trader to charge 3/- for an article that 
cost 1/-, merely because the cost price had suddenly risen to 2/6 from 
91. The traders said that, unless they were allowed to charge a price 
greater than the cost of replacement, they could not replenish their 
stocks. This argument assumes that consumers should supply a trader 
with his working capital, although they have no share in the profit. 
A compromise was effected by allowing an average of actual cost and 
cost of replacement. 

The Commissioner of Prices has used his power to fix minimum as 
well as maximum prices, so that the supply of necessary raw materials 
will be kept up. 

Price control has no chance of success if the financial and labour 
policy of the country is in opposition to it. Price-fixing must take its 
place as part of the whole system, which the Government has for 
mobilising all the resources of the country. The production of munitions, 
using that word in a wide sense, must take precedence over all other 
production, and the whole financial and industrial system must be 
arranged for this end. Account must be taken of the fact that raw 
materials and skilled labour are both relatively scarce, and that the 
production of luxuries takes men and plant away from the production 
of munitions. 

It is clear, therefore, that price-fixing needs to be supplemented by a 
taxation system to divert production into the required channels. Taxa- 
tion should fall most heavily on those goods and services which are not 
necessary for the national effort. Economists are confident that they 
have enough statistical knowledge to do this fairly successfully. 

The credit policy of the Government, and the way in which advances 
are made by the banks, can help to keep prices at the desired level, or 
can make them skyrocket. While there are resources of machinery and 
kbour unused, an expansion of currency allows these resources to be 
used, and will not cause a rise in prices. When, however, our productive 
system is working at its limit, increasing the amount of money available 
will merely increase prices. To take a simplified example. Suppose 
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there are ten loaves of bread available in a country, and 30 pence 
which to buy them. If it is possible to increase the number of loa 
to 15, the amount of money may be increased to 45 pence, withog 
raising prices. If, however, the number of loaves cannot be increasegj 
increasing the amount of money to 45 pence will raise the price pep 
loaf to 44d. Similarly fixed prices must break down if an undug 
expansion of credit takes place. : 

There has been a large amount of extra money spent by the Gove 
ment since the war began, and, if all of this is allowed to call forth 
consumption goods, production of essential munitions must be curtailed) 
That is why it is necessary to have extra saving by means of War Savin 
Certificates. Purchase of these reduces the amount of money availah 
for consumption goods, and keeps prices down as well as allowing the 
Government to get the machinery and skilled labour it needs. Thug 
buyers of War Saving Certificates get two rewards—one, the actual 
saving, and the other the benefit of reduced prices which this 
possible. 

The best way of keeping prices low at the present time is by increase 
production coming from greater efficiency in production. If producti¢ 
is increased without increasing costs, lower prices are possible. f 

If profiteering arises in spite of price control the Government hag 
reserve power for dealing with it directly by imposing an excess profi 
tax, and by requisitioning supplies at prices fixed by itself. It seem 
that action along these lines has more chance of success than und 
reliance on price-fixing. The problem becomes much simpler if it 
thought of in terms of real goods, rather than money. Then it beco: 

a matter of producing the goods that are required and using the pri 
system to move them in the required directions. 
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